Fotowiie | -~ HERAare
\Viaterials | &9 AVAEL:&\BLE COPY |

.

by

MICROFICHE CONTROL LABEL

REGISTRANT'S NAME &.)%Q/\)\ .t) P/Y\M%AG{‘M

*CURRENT ADDRESS

PROCESSED

-*Fomdzé NAME - - | ‘ | APR 0 6 2000

S HUMSON
~ leiNANCIAL

*«*NEW ADDRESS

 FILE NO. ez-@%.@?() - | FISCAL YEAR fbﬁ"@j“ag_

*  Complate for niddal submissions only ®* Please mote mame end eddress changes

+2G3-48 (INITIAL FILING) AR/S (ANNUAL REPORT) /

12G32BR  (REINSTATEMENT) SUPPL  (OTHER)

1

DEF 14A (PROXY)

OICF/BY:

DAiT




o o 4
€U
gl

S

o

R ATE FIM AR

e
|93




i ik ]
U] |t oA ot s ot e [t 4= o , ] (e
e | i | il i il o ,
Lot WG Ll i i LR (Ll g o _EE!___“__; I
! ' ,
i , Ludibtty b ] L : o R A |8 W i | figd ; ¢ '




THROUGH A STRATEGIC, DISCIPLINED APPROACH TO
BUSINESSWE HAVE BUILT ATRUSTWITHA MORE DIVERSIFIED © + ~ -
AND STRONGER ASSET BASE. OUR EXPERIENCED TEAM -
HAS INTEGRATED ACQUISITIONS THAT, HOLD MANY ‘3';;’“‘\ |
HIGH QUALITY ASSETS, OPPORTUNITIES AND NEW AREAS///j;”,,, o

FOR GROWTH TO CREATE A STRONG PLATFORM FOR’ -~ NG,
SUSTAINABILITY. WE HAVE FINE-TUNED OUR FORMULA‘\ SN
FOR THE FUTURE.WE ARE NOW PUTTING IT TO WORK. \\\ e 99 \

QueLiTy ASSETS

ex
- FIN

CELLENT EXECVOTION
ANC'A'(’ S‘\'QGNGTM

Dns*rR\Bu-erg\

@ Team bafed{
@ Geo+ecﬁ,u€a, eng

- Co
Minercig( M“egrgh‘w\ ’

* long life assebs | @ Capital efticions g,
% prospect Snvenfory @ Good planning,
% lots of afcaskructve. ‘ Ninblo

‘s Strakegic acqu}.r\'«‘:;’onsj

| e

(FJNANCGAL STRENGTH I 1 T ‘ e
, i Ly Cash Flow For ca@|é|a Pfog(émg

Approprea}e, debt
ué:m:u—hov\ pay- ou(: ra«ho

ESPRIT -ENERGY TRUST 20C5 ANNUAL REPORT.

Weéra'@ &

~3¥NLNd a110S

9 NOYLS

45V g



2
8
4
0

QIQ2Q3Q4QIQ2Q3Q4Q1IQ2QINQ4
03*03* 03* 03* 04* 04* 04* 04 05 05 05 05

QUARTERLY PRODUCTION (MBOE/D)
mm Liquids

Natural Gas

*Trust only assets

2 ESPRIT ENERGY TRUST 2005 ANNUAL REPORT

After 12 months of stable distributions,
Esprit increased distributions by 7%.

L o R A A R A N e B e B A - B L I
$3338gge28828292¢Q
t o] S & >»c 35 W =y

B3 5238855995838 5
OZD_"LLZ<Z_“ w0z

Feb-06
Mar-06
Apr-06

MONTHLY DISTRIBUTIONS ($ PER UNIT)

3 Distribution per Trust Unit

70
60
50
40
30
20
10

TOTAL PROVED PLUS
PROBABLE RESERVES (MBOE)
m Probable

O Proved undeveloped

L2 Proved developed non-producing
0 Proved producing



ESPRIT ENERGY TRUST is a Calgary-based natural gas-weighted income trust. Esprits
operations are primarily concentrated in Western Canada and are characterized by long
life, natural gas assets. The Trust is focused on providing a secure base for cash flows and
sustainable unitholder distributions into the future.

FINANCIAL HIGHLIGHTS (3 thousands, except per unit amounts and ratios) 2005 2004” % change
Qil and gas revenue 287,834
Cash flow 154,254
Per unit — basic 271
— diluted 2.53
Cash distributions 97,336
Per unit .71
Weighted average trust units (thousands) — basic 56,869
— diluted 61,967
Bank loans 144239 86,875 66%
Net debt/cash flow" .07 1.09 2%
OPERATIONAL HIGHLIGHTS 2005  2004” % change
Production
Natural gas (mcf/d) 69,898 56,237 24%
Natural gas liquids (bbl/d} 1,455 1,268 15%
Qil (bbl/d) 1,660 549 202%
Total (boe/d) 14,765 11,190 32%
Finding and development costs ($/boe) — proved plus probable 34.58 17.67 96%
Finding, development and acquisition costs”” ($/boe) — proved plus probable 21.48 8.92 141%
Reserve Life Index (years) — proved plus probable 10.7 12.1 (12%)
Reserve replacement ratio (percentage) — proved plus probable 422 121 249%
Reserves (mmboe)
Proved producing 42.20 30.57 38%
Total proved 50.00 38.17 31%
Probable 16.74 11.21 49%
Total proved plus probable 66.74 49.38 35%

{1) Bank loans, excludes convertible debentures. X
(2) 2004 net debt/cash flow is calculated using annualized Q4 2004 cash flow and excludes convertible debentures.

C) Esprit converted to an income trust effective October |, 2004, Figures representing the Trust Assets only are shown
where they are available.

(4) Finding, development and acguisition costs exclude the effect of the disposition of the Ante Creek property acquired
through Resolute Energy Inc. in April 20085, disposed of effective December 15,2005, and closed in fanuary 2006.
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2005 was Esprit’s first full year operating as an income trust after our conversion in October
of 2004. During the year, we focused on growing and strengthening our asset base and
creating a stable and solid foundation for Esprit to build upon going forward.

We diversified our asset base both geographically and by product with strategic and
value-creating acquisitions. The acquisitions of Resolute, Markedon and Monroe broadened
our asset footprint in Alberta and Saskatchewan, reducing our reliance on our Olds property
which had represented over half of Esprit’s production. These acquisitions maintained Esprit's
focus on natural gas and increased the Trust’s proportion of sweet gas, which generally has
lower operating costs than sour gas.

We also improved the operational reliability of the Olds plant, a key part of the Trust’s
production infrastructure.The Olds plant is routinely shut down every three years for a major
maintenance turnaround. During the 2005 shut down, we improved the plant’s ability to
handle electrical power disruptions as well as ‘slugs’ of liquid hydrocarbons which occasional-
ly enter the plant in the gas stream. With the success of the shutdown, we now expect the
plant to operate for four years before the next scheduled turnaround in 2009.

This past year we were also presented with a number of challenges. Record rainfalls in
Alberta during the second and third quarters restricted access to drilling locations and
delayed new production from coming on stream. This contributed to the lower than expect-
ed production levels we experienced during the second and third quarters of 2005. However,

the skies cleared and the weather improved for the fourth quarter. Esprit drilled 49 wells
during that three-month period as compared to 38 wells drilled during the first nine months
of the year.

Drilling results in 2005 were a bit like the weather — disappointing at first and then fin-
ishing strongly in the fourth quarter. Our Olds drilling program in the Wabamun zone was an
excellent example of this. Four of the six wells drilled were a mixture of two dry holes and
two marginal producers — significantly poorer results than Esprit had experienced at Olds
over the last 0 years. The two remaining wells were successful. One produced at expected
rates and the final well drilled during the fourth quarter was a “boomer™ with initial produc-
tion rates approximately three to four times greater than the historical average in the area.
Importantly, the results from this last well and other technical analysis have provided Esprit
with additional information on the Wabamun and opened up the possibility of new drilling
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opportunities in the area.

Similar to the Olds story, during the first three quarters Esprit experienced disappoint-
ing drilling results at Winnifred and higher than expected production decline rates at
Willesden Green and Ante Creek. During the fourth quarter, however, we drilled very
successful programs at Berry into the Banff oil pool and a2 major 33-well program into the
Second White Specs natural gas formation. We also experienced higher than expected pro-
duction volumes at our Three Hills property.

4 ESPRIT ENERGY TRUST 2005 ANNUAL REPORT




DURING THE YEAR WE
FOCUSED ON GROWING
AND STRENGTHENING
OUR ASSET BASE AND
CREATING A STABLE AND
SOLID FOUNDATION.

The challenges we experienced caused Esprit, in late September, to reduce the produc-
tion guidance we had provided earlier in the year.We acknowledge the disappointment this
caused our unitholders.We also understand the importance of meeting these targets and will
make every effort to do so in the future. At Esprit, we have a strong sense of integrity and
believe in open, fulsome and timely communication with our unitholders. Happily, our fourth
quarter success resulted in production levels at the high end of our new guidance.

Esprit’s results for 2005 reflect the higher commodity prices experienced during the year.
Cash flow from operations was $154 million or $2.7]1 per unit and net earnings were
$75 million or $1.31 per unit. Throughout the year we distributed $97 million or
$1.71 per unit to our unitholders, approximately 63 percent of our cash flow.

The Trust’s reserve base remained solid and grew 35 percent on a proved plus probable
basis with additions from both organic development and acquisitions. Overall, Esprit replaced

_production by more than 415 percent. Our all inclusive finding, development and acquisition

costs were $20.78 per boe for 2005. Both these figures include the effect of the disposition
of the Ante Creek property acquired through Resolute in April 2005, disposed of effective
December |5, 2005 and closed in January 2006. Excluding acquisitions, Esprit’s finding and
development costs of $34.58 per boe were high, largely reflecting the disappointing drilling
results at Olds. While it is too early to represent a trend, the fourth quarter of 2005 drilling
results were very encouraging, particularly at Olds and Berry. Esprit believes it will achieve
industry competitive finding and development costs in 2006.

Turning to the business environment, throughout 2005 the industry experienced very
strong prices for oil and natural gas. This was the result of an increase in demand for energy
caused by a strong world economy led by the American consumer and the growing economies
of China, India and elsewhere in Asia. At the same time, the supply of energy struggled to keep
up by bringing on stream new and more costly oil and gas reserves. Unless - and until - the
world economy slows and the growth in demand for energy abates somewhat, we would expect
the energy price environment to remain at roughly current levels.

Higher energy prices have increased the range of economic opportunities in our indus-
try and Esprit has taken advantage of this environment. Examples would include our exploita-
tion program at Berry with the higher cost Second White Specs natural gas drilling program
and our evaluation work with regard to the Horseshoe Canyon coal bed methane potential
at Olds which we briefly discussed in our Third Quarter Report.

The business environment has obviously resufted in much higher levels of overall industry
activity. This, in turn, has created significant upward pressure on the industry’s cost base.As well,
it has resulted in a very tight market for skilled and experienced oil and gas people with actual
shortages in some skills areas. Despite this, Esprit has been quite successful at attracting a num-
ber of very capable and experienced new employees. Primarily in response to the growth Esprit
has experienced from its acquisitions, we now have a total of | | | employees up 40 percent from
one year ago, with 35 working in the field and 76 in our Calgary head office.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT
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BY STRENGTHENING THE
FOUNDATION AND QUALITY
OF ESPRIT’S ASSET BASE
DURING 2005 WE ARE WELL
POSITIONED FOR A STRONG
YEAR IN 2006.

Notable, with regard to the regulatory and fiscal regime for the industry in 2005 was the
Federal Government’s examination of the tax structure of the trust sector in Canada. Along
with many others, Esprit commented on this in our third quarter results and challenged the
need for any change. In December, the Federal Government announced it had concluded its
study and consultations and that no change would be proposed for the trust sector. The
decision was most welcome.

In summary, we believe we further solidified the foundation and quality of Esprit’s asset
base during 2005 and, as you will read in the Chief Operating Officer’s Message that follows,
we are well positioned for a strong year in 2006.We have high graded our capital expenditure
program to ensure funds are directed to areas that will add the most value. Esprit is based on
a sustainable model, focused on providing a secure base for cash flows and unitholder distri-
butions into the future. In line with this strategy, our plans for 2006 are within our cash flow
expectations, meaning the combination of our capital expenditure program and the distribu-
tions paid to our unitholders are expected to'be less than our total cash flow.

Finally, as we announced recently after 33 years in the industry and four years with Esprit,
| have decided to retire from “office hours”, effective with Esprit’s Annual General Meeting in
May and pursue other personal and business interests. | am delighted that Paul Myers, our
Executive Vice President and Chief Operating Officer, will assume the position of President
and Chief Executive Officer. | have every confidence that Paul, supported by the full team at
Esprit, will be able to lead Esprit to a successful and prosperous future.

2005 was a whirlwind year for Esprit with our acquisitions, challenges and eventual suc-
cesses. However, while the details were different, it was not unlike the dynamic situations of
2002,2003 and 2004 that we experienced at Esprit and in our industry. Throughout that time,
| received tremendous support from all of my colleagues that make up the Esprit team and
from my fellow Board members. | would like to express my great appreciation to them for
that support.

We would also like to thank our unitholders for their support. Ve believe there are a
large number of opportunities for Esprit in 2006 and beyond and the Esprit team looks for-
ward to capturing these with you.

Stephen |. Savidant
President and Chief Executive Officer
March 03, 2006
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We are looking forward to 2006 with enthusiasm. Esprit’s acquisitions of 2005 have set the
stage for drilling programs in a number of new areas. The challenges that are always inherent
in acquisitions — integrating new lands, accounting systems, information systems, people, cul-
tures and much more — are largely behind us now, allowing the Esprit organization to focus
sharply on executing our plan.

Our focus for 2006 will be to:

* Replace normal production declines with a capital program geared towards our
existing assets. This will include capturing the opportunities represented by the new
assets acquired through our acquisitions.

* Grow our asset base through strategic business development opportunities.

* Rationalize our asset base through divestitures or farm-outs of small non-core assets.

* Enhance our ability and performance with regard to execution of our overall 2006
business plan.

In 2006, we will invest our capital in the higher production impact/medium to lower risk
portion of our opportunity portfolio.We have high graded our prospects and believe we can
maintain our production level by drilling 67 wells within a $63 million capital program. That
speaks to the quality of our portfolio and, in our view, is a real competitive advantage in today’s
trust universe within the Western Canadian Sedimentary Basin.

Drilling is planned to be primarily focused in Olds, southeast Saskatchewan, the Peace
River Arch and Berry areas where we have identified locations with good potential for signif-
icant production volume additions.We also plan to use the Olds processing plant to our com-

petitive advantage by identifying opportunities within the plant’s catchment basin to add to
our third party processing volumes and associated fees.

In 2006, Esprit will also continue to search for new value-adding growth opportunities.
The relatively low level of ‘deal flow’ currently in Western Canada is prompting our Business
Development team to broaden its horizons beyond conventional opportunity in Western
Canadian Sedimentary Basin.As part of the Trust’s commitment to expanding its business, we
have constructed a multi-disciplinary team solely dedicated to business development.We con-
tinue to be value oriented when assessing acquisitions and our primary criterion for any
acquisition is that it adds value on a per unit basis.

As a priority in 2006, we will also continue to streamline our portfolio. The three acqui-
sitions in 2005, while building Esprit’s solid foundation, brought with it some scatter. We intend
to rationalize some of the non-core assets and concentrate our energy on the assets that can
provide Esprit with a sustainable future.To that end, we will continue to divest/farm out mar-
ginal properties that serve as a distraction and add very little incremental value. The Ante
Creek asset swap agreement announced in January 2006 is an example of this effort.

In late 2005, we reorganized our asset base into six key areas — Olds, Berry/Winnifred,
Peace River Arch, Saskatchewan, Central Alberta and Southern Alberta. We reorganized our
people along the same lines, creating multi-disciplinary asset teams responsible for each key
area. These teams bring the expertise of all the functional disciplines together in an integrat-
ed approach to concentrate on the specific needs and opportunities of the area. They are
focused on execution, delivering results and maximizing the value of their assets. Each team
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| AM CONFIDENT THAT
WITH ESPRIT’S FOUNDATION
OF QUALITY PEOPLE

AND ASSETS,WE HAVE A
PROMISING AND
REWARDING FUTURE AHEAD
OF US.

has a single point of contact that provides leadership as well as technical support to their
respective discipline. The teams were all involved in building the 2006 plan and have owner-
ship and clear accountability for its expectations.

With regard to human resources, we are fortunate to have been able to add several quality
technical and administrative staff in 2005 and early 2006 in what remains a very challenging
people market.With the calibre of those working at Esprit and the formation of an asset focused
organization, we feel Esprit is now pesitioned for solid execution. The teams have ownership in
the plans, clearly understand the objectives and are poised and ready to deliver.

While | am enthused about our plans for Esprit in 2006 and beyond, | am also
personally excited about imminently leading Esprit as President and Chief Executive Officer.
No business is without challenges; however, | am confident that with Esprit’s foundation of
quality people and assets, we have a promising and rewarding future ahead of us.

7

Paul B. Myers
Executive Vice President and Chief Operating Officer
March 03, 2006
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Esprit is an oil and gas income trust with HIGH-QUALITY ASSETS concentrated in Alberta
and Saskatchewan. Our solid base of natural gas weighted reserves is complemented by
EXPERIENCED AND TALENTED TEAMS of professionals who are focused on CREATING
VALUE for our unitholders.

Esprit is based on a SUSTAINABLE BUSINESS MODEL. We maintain our FINANCIAL
STRENGTH by keeping debt levels manageable and ensuring a stable payout ratio. We strive
to pay reliable and STABLE DISTRIBUTIONS to our unitholders.

We have CAPITAL EFFICIENT PLANS to develop our existing asset base and to maximize
its value. Our operations have been organized around six key areas, each with a team
dedicated to executing its operating and capital plans and accountable for its resuits. Our long
life reserves and the inventory of organic opportunities available to the Trust is expected to
maintain production levels until at least early 2007.

We grow and enhance our existing asset base with VALUE-ADDING, STRATEGIC
ACQUISITIONS. Opportunities are analyzed, screened and must meet both strategic and finan-
cial benchmarks before being pursued.

At Esprit, we are committed to a HIGH LEVEL OF INTEGRITY. We have great respect
for the environment we operate in, the people in whose communities we operate, our
employees and other service providers and all the stakeholders who invest in our Trust. We
strive to continually provide transparent, open and timely information about our business.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT
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OPERATIONAL STRATEGY

Esprit’s high-quality assets form the platform on which to build a sustainable future. in 2005,
we strengthened and expanded that platform with strategic acquisitions, creating a more
diversified and stable base to build upon going forward.

Following these acquisitions we reorganized our operations, basing the structure around
six key areas — Olds, Berry/Winnifred, Peace River Arch, Saskatchewan, Central Alberta and
Southern Alberta.We created multi-disciplinary teams responsible for each key area, bringing
the appropriate technical skills together in an integrated approach to concentrate on the spe-
cific needs and opportunities of the area.

As part of Esprit’s strategy to achieve value for its unitholders, Esprit concentrates its
efforts on its most capital efficient opportunities.We will invest our capital in the higher pro-
duction impact and medium to lower risk portion of our opportunity portfolio in 2006. We
expect that by pursuing these opportunities at an estimated cost of $63 million, we will
maintain constant production for the year. Almost 60 percent of the Trust’s capital budget for
2006 is directed towards drilling, with a further 25 percent to be spent on facilities.

Promising drilling results from a well in the fourth quarter of 2005 as well as other tech-
nical analysis under review may result in allocating more capital to Olds in late 2006 than what
is currently allocated in the 2006 business plan.

2006 CAPITAL BUDGET

(millions)
ez Drilling $37.3
m Facilities $15.9
= Land $28
=3 Seismic and Other $7.1

Total $63.1

Esprit is constantly reviewing acquisition opportunities to add to its production volumes.
We believe that the opportunities available in the Western Canadian Sedimentary Basin are
becoming increasingly scarce and expensive. In order to achieve good capital efficiency we will
broaden our scope and consider opportunities beyond conventional opportunities in the
Western Canadian Sedimentary Basin.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT
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Greater Olds is a major contributor to Esprit’s production. The area consists of our Olds field,
located 100 kilometres north of Calgary, in a corridor that extends from the town of
Carstairs to the town of Olds. Production at Olds is 85 percent natural gas; approximately 75
percent of this is sour gas.The field makes up approximately one-third of the Trust’s total pro-
duction. The Greater Olds area also includes Three Hills/Swalwell located 80 kilometres east
of Olds. Three Hills is a mature, sweet gas property while Swalwell is an exploitation area.

Esprit owns the plant at Olds which processes both our own production and third party
volumes. This gives us a high level of control over our costs and ensures our gas production
has continuous access to facilities. Third party volumes represent approximately 25 percent of
the total volumes processed. The revenue received from the third party processing allows us
to reduce our operating costs in the area. The Olds plant offers Esprit a real competitive
advantage in this area and we plan to continue to aggressively pursue third party processing
contracts to further lower our overall unit operating costs.

Esprit-drilled a total of 30 gross wells at its Greater Olds area in 2005: six at Swalwell, one
successful well at Three Hills, and 23 at Olds. We were pleased with the results of the infill
drilling program at Swalwell where five of the six wells drilled were successful. At Olds, we have
two drilling programs, one targeting the deeper, sour Wabamun/Crossfield gas and a shallower
program targeting sweet gas. We were encouraged by the success of our shallow Viking pro-
gram and expect to continue this program in 2006. In the deeper program, we drilled six wells
in 2005.Two were unsuccessful and two were considered marginal, performing at rates lower
than we have previously seen throughout the long development history of the field. This
reduced rate was not a result of reservoir depletion but reflected lower permeability patches
in the reservoir. These results prompted us to conduct an in-depth review of the area and
undertake initiatives to better understand and exploit the reservoir. We obtained third party,
expert advice; conducted a pilot test to improve the geophysical 3D seismic information avail-
able; and plan to use visualization software to integrate several sources of data. We are also
reviewing the possibility of using new horizontal stimulation techniques.

The remaining two wells were successful. One was drilled into the main Crossfield zone
and produced at expected rates. The final well was a particularly successful, well drilled into
the Upper Crossfield zone, of the Wabamun formation. Production from this well, although
still early, is significantly exceeding our expectations and historical average production rates
from other Crossfield wells. The results provided Esprit additional information on the reser-
voir and opened up the possibility of new drilling opportunities in the area. These promising
drilling results as well as other technical analysis under review may result in increased spend-
ing at Olds.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT
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During the first two weeks of June 2005, the Olds gas plant and field were shut in for its
scheduled turnaround. In addition to regular maintenance performed during the turnaround,
we completed a major upgrade to improve the plant’s ability to handle electrical power dis-
ruptions and to provide additional liquids handling capacity. We have already experienced
improved reliability from the plant’s electrical backup system.Work was also performed to
ensure the plant continues to comply with evolving regulatory and safety standards and to
provide additional compression for potential infill drilling in the south portion of the field. The
next major turnaround is expected to take place in four years time, in 2009.

Under the current plan for 2006, Esprit plans to spend approximately $17 million in the
area. The Trust plans to drill |1 wells at Olds and participate in a multi-well farm-out agree-
ment in its Three Hills area. The Olds plan calls for drilling two of the deeper Wabamun wells
with the remaining nine wells targeting shallower, sweet gas. Additional Wabamun wells may
be added later in the year as a result of the information obtained from our last 2005 well.

In 2005, production at Greater Olds averaged 6,710 boe per day,a two percent decrease
from 2004 due to the preduction shut-in during the scheduled plant turnaround.
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The Berry/Winnifred area located in southeast Alberta provides Esprit with considerable
exploitation opportunity and is one of the Trust’s key focus areas. It consists of Berry and
Winnifred properties as well as some minor acreage positions. These assets were first acquired
in 2005 through the acquisition of Resolute and were expanded with the Markedon and Monroe
acquisitions.

Production from this area is about 60 percent natural gas and 40 percent oil and makes up
approximately one-quarter of the Trust’s total production. The gas production comes from a num-
ber of zones including Belly River, Milk River, Second White Specks,Viking and Mannville. The oil
production is predominantly from the Banff and Mannville zones.

Esprit had an active drilling program in this area in 2005, drilling a total of 41 wells. The Trust’s
activity was focused in the Berry area with the majority of these wells targeting the Second White
Specks formation. Qutcomes from this drilling program exceeded expectations with average gas

I M/ A Y ¥ 3 €

test rates of approximately 250 mcf per day and a 97 percent drilling success rate. We expect to
continue the high level of drilling activity in this area in 2006.

The Richdale Banff oil pool, also located in the Berry area, produces mainly light, slightly sour
oil and has promising exploitation potential. The first stage of development was completed in
2005 with a total of five wells drilled in this pool. The production results from this program were
also above expectations and development is expected to continue in 2006. In addition, during
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2005 we completed an acreage swap/farm-in deal and added one section with multiple drilling
locations to our Banff pool program.

We expect to spend approximately $19 million in this area in 2006 drilling 26 wells. We
expect five to be the deeper Banff welils with the remainder targeting Second White Specks,Viking
and Mannville formations,

Production in 2005 averaged 2,024 boe per day in this area. As these properties were all
acquired by Esprit during the year, there are no year-over-year comparisons.
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Peace River Arch assets, located predominantly northwest of Grande Prairie, were acquired
in 2005 through the acquisition of Resolute.

Production from this area is 74 percent natural gas: a combination of sweet and slightly
sour natural gas, with some light oil production.This production is all processed at third party
facilities and comprises about four percent of the Trust’s total production.

Esprit receives production from over 50 wells within the Peace River Arch area, most of
which lie within three main properties — Gordondale, Beaverlodge and Balsam.This area pro-
vides Esprit potential in multiple zones including Dunvegan, Paddy, Notikewin, Fahler, Bluesky,
Gething, Charlie Lake, Halfway, Doig, Montney and Belloy.

In 2005 Esprit participated in one well in the Peace River Arch area which came on
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production in early 2006 at a rate of 3.2 mmcf per day of which Esprit’s portion is approxi-
mately 33 percent. The Trust also added to its land base in the area by purchasing offsetting
acreage at its Beaverlodge property. Esprit has over | 1,000 net acres of undeveloped land in
the Peace River Arch area. This land represents significant opportunity with several lower risk
drilling locations identified for 2006.

The Trust expects to spend approximately $7 million to drill nine gross wells in 2006.
These plans include wells in both Beaverlodge and Gordondale targeting multi-zoned oppor-
tunites that possess relatively higher volume potential with strong capital efficiency metrics.

Production in 2005 averaged 458 boe per day.As these properties were all acquired by
Esprit during the year, there are no year-over-year comparisons available.
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Block diagram of target zones in
the southeast Saskatchewan area.

Esprit’s Saskatchewan assets are concentrated in two key areas: Lashburn, located in west cen-
tral Saskatchewan and its southeast Saskatchewan properties. The southeast Saskatchewan
properties were added to Esprit’s land base through the acquisition of Resolute in 2005.These
holdings consist of three areas:Wauchope, Arcola, and Hitchcock.

Production in Saskatchewan makes up approximately eight percent of the Trust’s total
production. In 2005, Esprit increased its focus on this area. In Lashburn, Esprit had a success-
ful eight well drilling program targeting the upper Mannville zones. Production from this area
is mainly heavy oil. Wauchope and Arcola produce light oil from the Mississippian Alida for-
mation.Analysis of 3D geophysical data in this area has identified several opportunities expect-
ed to be drilled in 2006.

In 2006, Esprit plans to spend approximately $6 million in Saskatchewan, drilling seven
wells in total: two wells in Lashburn and five horizontal wells in southeast Saskatchewan.

Production in 2005 in this area averaged 512 boe per day, up 39 percent from 2004 due
to the addition of acquired properties as well as drilling success at Lashburn.
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Central Alberta is Esprit’s most diverse and expansive production area, spanning across the
province from its foothills to the Alberta-Saskatchewan border. This area was enhanced
significantly with acquisitions during 2005.

Production in this area is approximately 80 percent natural gas. Gas production consists
of sweet gas in the East Central locations and a mixture of sweet and sour gas in Vest
Central. Liquids production is made up of a mixture of slightly sour oil and natural gas liquids
in the West Central locations. Central Alberta accounts for approximately one-quarter of the
Trust’s total production.

Esprit’s primary focus in this area is to optimize existing production assets. Limited
capital for new drilling has been allocated to Central Alberta. As part of Esprit's ongoing
portfolio management, the Trust has identified some of these assets as non-core and is inves-
tigating several alternatives to optimize their value. These alternatives could include divesti-
tures, farm-out agreements, swaps or other arrangements. The Ante Creek divestiture
announced in January of 2006 is an example of this effort.

In 2005, Esprit drilled three wells in the Central Alberta area with mixed drilling results.
Capital projects during the year focused on using acquired infrastructure to improve efficien-
cy and production from Esprit’s existing wells. In addition, two standing Viking wells were tied
in and production commenced in the first quarter of 2006.

In 2006, Esprit plans to spend approximately $2 million in Central Alberta, focusing its
capital expenditures mostly on facility de-bottlenecking, re-completions and optimization as
well as drilling two wells in the area.

Production in 2005 averaged 4,131 boe per day in Central Alberta, up 16 percent from
2004 due to the addition of acquired properties during the year.
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Esprit’s Southern Alberta area consists of High River, Manyberries, Aden and Pakowki.
Manyberries, Aden and Pakowki were all added in 2005 with the acquisition of Monroe and
Markedon.

Production in this area is approximatley 60 percent natural gas and natural gas liquids
and approximately 40 percent oil. It makes up approximately five percent of the Trust’s total
production.

A portion of Esprit’s Southern Alberta assets are viewed as non-core. These properties
include a large amount of undeveloped land, particularly in the High River area, which is con-
sidered exploratory in nature. In order to reduce risk and maximize value for unitholders,
Esprit entered into a multi-well farm out agreement in 2005 covering 22,000 net acres in the
High River area. »

There are some minor activities scheduled for 2006 at High River. Some of this activity
will be conducted through the farm-out agreement and Esprit also expects to drill a couple
of wells at its other operated areas in Southern Alberta. Esprit expects to spend about $1 mil-
lion in Southern Alberta in 2006.

In 2005, production averaged 835 boe per day, up 54 percent from 2004 due to the addi-
tion of the acquired properties during the year.
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STEPHEN J. SAVIDANT, President and Chief Executive Officer. In addition to his role as
President and CEO, Steve also serves as a member of the Board of Trustees. Before joining
Esprit in 2002, he was with Canadian Hunter Exploration Ltd. for 16 years, rising to President
and Chief Executive Officer. Previously, he held various positions with Imperial Oil and Dome
Petroleum.

Steve earned a Bachelor of Engineering degree with Distinction from McGill University,
and later completed his Master of Business Administration degree, also at McGill. Steve is a
Director of Empire Company Limited and Chairman of ProspEx Resources Ltd’s Board of
Directors. Steve is an active member of the Calgary community, serving as Vice Chair on the
Board of Governors of Mount Royal College and Governor of the Canadian Association of
Petroleum Producers.

Holds 7,609 Trust Units
91,510 Exchangeable Shares"

PAUL B. MYERS, Executive Vice President and Chief Operating Officer. Prior to joining Esprit
in September 2005, Paul was Vice President, Gulf of Mexico and Alaska, for Encana Corp. Paul
began his career with Amoco Production Co. as a processing geophysicist. He held increas-
ingly senior roles at Amoco, Statoil Exploration US., and PanCanadian Petroleum Ltd.

Paul has a Bachelor of Science degree in Geophysics from Lehigh University in
Pennsylvania, a Master’s degree in Geology from the University of Kansas and an Executive
Master of Business Administration degree from the University of Calgary. He is a member of
the Society of Exploration Geophysicists, American Association of Petroleum Geologists and
the Canadian Society of Exploration Geophysicists.

Holds 10,841 Trust Units®

STEPHEN B. SOULES, Executive Vice President and Chief Financial Officer. Prior to joining
Esprit in 2002, Steve held various roles over his || years with Canadian Hunter Exploration
Ltd., and most recently held the position of Senior Vice President, Finance and Chief Financial
Officer. He has also held management roles in the areas of Information Technology and
Finance at Gulf Canada. He was appointed to Esprit's Board of Trustees in October 2004.
Steve graduated from the University of Guelph’s Bachelor of Science program in 1975.
He later earned a Master of Business Administration degree from the University of Calgary.
Steve actively participates in the community serving on the Board of Directors of the Galileo
Educational Network and the Calgary Women'’s Emergency Shelter Endowment Trust.

Holds 26,757 Trust Units
25,000 Exchangeable Shares!"
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PATRICK C. CONNORS, Vice President, Operations and Field Services. Pat is responsible
for managing all the production operations and drilling services. He has 27 years of experi-
ence in the oil and gas industry mainly in the drilling and completions area. Pat has been with
Esprit and its predecessor companies since 2001. Prior to joining Esprit, he held various posi-
tions at AEC Oil and Gas, Rigel Oil & Gas Ltd, Crestar Energy, Dome Petroleum and Mobil
Oil Canada Ltd.

Pat holds a Bachelor of Science Degree in Petroleum Engineering from the University of
Wyoming. He is a member of the Association of Professional Engineers, Geologists and
Geophysicists of Alberta.

Holds 2,97 | Trust Units

GREGORY A. JEROME, Vice President, Finance and Corporate Secretary. Greg is responsible
for the Trust’s corporate and financial reporting, treasury and taxation. Greg joined Esprit’s
predecessor company in 1999. Prior to joining Esprit, Greg worked at
PricewaterhouseCoopers, where he held a variety of roles, including Manager, Taxation.

Greg holds a Bachelor of Business Administration degree in Finance from Simon Fraser
University and is a member of the Canadian Institute of Chartered Accountants.

Holds 3,684 Trust Units®

MICHAEL |. ST. CLAIR, Vice President, Risk Management and Marketing. Michael is responsi-
ble for marketing the Trust’s production and the implementation of the Trust’s hedging pro-
gram. Prior to joining Esprit in 2002, Michael was with Canadian Hunter Exploration Ltd.
where he gained extensive experience as Manager, Marketing and Trading.

Michael earned a Bachelor of Commerce degree from the University of Alberta..

Holds 28,180 Trust Units

(1) Each Exchangeable Share could be exchanged for 1.19495 trust units based on the February exchange ratio. The exchange
ratio increases each month reflecting the cash distributions not paid on Exchangeable Shares. All Exchangeable Shares that
remain outstanding on Qctober |, 2007 will automatically be exchanged for trust units at the exchange ratio in effect on
such date.

(2) Includes 841 trust units held by Mr. Myers’ spouse.

(3) Includes 444 trust units held by Mr. Jerome’s spouse.
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Our Board of Trustees and management believe that sound corporate governance principles
are integral to the running of a successful business entity and in building trust and confidence
with the investment community.

Our trustees, officers, employees and consultants work within a code of business ethics
and conduct. This code requires that all conduct and practices at Esprit are performed to a
high level of integrity and ethical standards.We believe in open, fulsome and timely communi-
cation with our investors and aim to provide continuous, factual and accurate information in

line with our sound disclosure practices.

Our corporate governance practices comply with the guidelines established by Canadian
securities regulators under National Policy 58-201 Coporate Governance Guidelines (‘NP
58-201").We are committed to high standards of corporate governance and will continue to
review and update our corporate governance practices to ensure we meet or exceed the
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evolving standards and guidelines.

BOARD COMPOSITION The Board of Trustees brings extensive experience to Esprit and
is actively involved in overseeing the conduct and activities of the Trust. The Board is currently
made up of eight members, six of whom are independent trustees as defined by NP 58-201.
Esprit's Board of Trustees are: Donald Gardner, Douglas Palmer, John Panneton, Stephen
Savidant, Mark Schweitzer, Eric Schwitzer, Stephen Soules and Michael Stewart (Chairman of
the Board). Members of the Board of Trustees are also members of the Board of Directors of
Esprit Exploration Ltd., the Trust's operating entity. The Board of Trustees and Board of
Directors are together referred to as the “Board”.

In addition to the Board's quarterly scheduled meetings, it meets annually with our entire
management team for two days of business discussions and strategic planning. The Board also
meets regularly without management present, including at least quarterly with the external
financial auditors and at least annually with the independent reserve evaluators.

[n an effort to continually improve its performance, the Board performs an annual evalu-
ation of both its performance and the performance of its members.

BOARD’S MANDATE The Board is responsible for the stewardship of the Trust and for
monitoring the management of the business with the goal of enhancing and preserving long-
term unitholder value. The Board has adopted a mandate to define its significant duties and
responsibilities. A summary of this mandate follows:

Stewardship

* Overseeing the conduct of the business and ensuring it operates within its business
code of conduct and all applicable laws and regulations.

* Reviewing and verifying that the Trust has adequate and effective controls and systems.

* Enhancing and preserving long-term unitholder value.

* Reviewing and approving material transactions involving the Trust.

* Reviewing the Trust’s distribution policy and approving distributions payable to
unitholders.

* Establishing limits of authority delegated to management.

Strategic Planning

* Reviewing, approving and monitoring the Trust’s strategic plan and its progress
towards meeting its goals.

34 ESPRIT ENERGY TRUST 2005 ANNUAL REPORT




Reserves
* Overseeing and reviewing the evaluation and reporting of oil and gas activities.
* Appointing and maintaining direct contact with independent reserve evaluators.

FONVNYIAOD FJIVIOdYOD

Environment, Health and Safety
* Reviewing the effectiveness and adequacy of safety and environmenta! control,
reporting, training and responses.

Risk Management
* Ensuring systems are in place to effectively monitor and manage the principal risks of
the business.

Succession Planning
+ Appointing the Chief Executive Officer (CEQ) and senior officers, approval of their
compensation and monitoring of the CEQ’s performance.

Communications
+ Approving the annual and quarterly audited financial statements and management’s discus-
sion and analysis and any associated press releases.

COMMITTEES OF THE BOARD In addition to meetings of the entire Board, Board over-
sight of Esprit is conducted via meetings of two standing committees. These committees are
the Audit Committee, which is a committee of financially literate, independent trustees of
Esprit Energy Trust, and the Human Resources and Corporate Governance Committee which
is a committee comprised of independent directors from the Board of Directors of Esprit
Exploration Ltd., the operating subsidiary of the Trust.

HUMAN RESOURCES AND CORPORATE GOVERNANCE COMMITTEE The Human
Resources and Corporate Governance Committee’s primary duties and responsibilities
include:

Human Resources

*» Reviewing and making recommendations on human resource policies, procedures,
strategies and structures, including: compensation; senior management appointments;
terminations and succession planning; management incentive and perquisite plans and
Board compensation plans.

Compensation

* Periodically reviewing the compensation philosophy statement of the Trust.

* Reviewing the compensation of the CEQ, officers and trustees and directors for appro-
priateness and competitiveness. Recommending the annual compensation to be paid to
the CEO.

* Reviewing pension and savings plans and aiso long and short-term incentives, including
the magnitude of grants and terms of participation.
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Performance Evaluation
+ Undertaking an annual performance review with the CEQ and reviewing the CEQO's
appraisal of officers’ performance.
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Governance

* Annually reviewing and evaluating the effectiveness of the Boards and its committees.

* Annually monitoring and reviewing the code of business ethics and conduct policy and
the corporate disclosure policy.

Succession
+ Considering nominees and making recommendations for new members of the Boards
as required.

Committee members: john Panneton {Committee Chairman), Donald Gardner, Douglas
Palmer, Eric Schwitzer and Michael Stewart {ex-offico).

AUDIT COMMITTEE The Audit Committee’s primary duties and responsibilities include:

Stewardship

* Overseeing the financial affairs of Esprit and reviewing the financing plans and strategy
with management.

* Monitoring the integrity of the Trust’s financial reporting and internal controls.

* Ensuring an appropriate code of conduct and effective “whistle blowing” procedure is
in place and understood by all employees, trustees and directors.

* Reviewing the amount and terms of insurance maintained by the Trust.

Financial Reporting

* Ensuring principal financial reporting risks are identified and monitored effectively.

+ Reviewing annual and quarterly financial statements and management’s discussion and
analysis, and all public disclosures containing financial information.

* Reviewing the appointments of the Chief Financial Officer (CFO) and any key financial
managers.

+ Reviewing the accounting and reporting of environmental costs, liabilities and
contingencies.

External Audit

* Overseeing the external audit process both annually and quarterly, including dealing
directly with the external auditors and approving audit plans and fees (along with any
non-audit services).

* Reviewing any significant financial reporting issues with management and the external
auditors.

+ Reviewing any disagreements or unresolved issues with management and the external
auditors.

Committee members: Mark Schweitzer (Committee Chairman), Donald Gardner,
Douglas Palmer, Eric Schwitzer and Michael Stewart (ex-offico)

Full copies of the Board of Trustee’s mandate, the Board of Directors’ mandate and
committee mandates are available on the Trust's web site at www.eee.ca.
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2005 MEETINGS During 2005 there were 20 general board meetings, five Audit Committee
meetings and six Human Resources and Corporate Governance Committee meetings.
Trustees/directors attended all required meetings during this time, with the exception of one
meeting for Mr. Stewart, Mr. Gardner, Mr. Panneton and Mr. Schwitzer and two meetings for
Mr. Palmer and Mr. Schweitzer.
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BOARD COMPENSATION Each non-employee trustee/director receives an annual retain-
er of $20,000, except for the Chairman of the Board, who receives an annual retainer of
$50,000. In addition, the Chairman of the Human Resources and Corporate Governance
Committee receives an annual retainer of $7,000 and the Chairman of the Audit Committee
receives an annual retainer of $10,000. Members, excluding the Chair, of either committee
receive an annual retainer of $3,000. Non-employee trustees/directors, including the Chair,
also receive a fee of $1,500 for each meeting attended.

TRUSTEE UNJT OWWNERSHIP POLICY Esprit has adopted a policy prescribing that each
trustee/director must own at least 12,500 trust units. Upon election to the Board, new
trustees have a period of three years, with increasing requirements each year, to achieve this
level of ownership.

OFFICER UNIT CWNERSHIP POLICY Esprit has adopted a policy prescribing that each
executive officer (CEO, CFO and COQ) must own at least 25,000 trust units and other offi-
cers must own 10,000 trust units. New officers have a period of three years, with increasing
requirements each year, to achieve this level of ownership.
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DONALD R. GARDNER®® (63) of Calgary, Alberta, joined the Board of Directors of Esprit’s
predecessor company, Esprit Exploration Ltd., in May 2002 upon his retirement as Chief
Financial Officer of the Company. Mr. Gardner has continued as a member of the Trust’s Board
of Trustees since the reorganization. Mr. Gardner's career includes positions as Senior Vice
President and Chief Financial Officer of Rigel Energy Corporation and Treasurer of Alberta
Energy Company Ltd.

Mr. Gardner obtained a Bachelor of Commerce degree from the University of Alberta in
1964 and a Master of Science degree in Business Administration from the University of British
Columbia in 1973. Mr. Gardner also serves on the Board of Directors of Intermap
Technologies Corporation and Canadian Spirit Resources Inc.
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Holds 52,379 Trust Units®
6,998 Exchangeable Shares®

DOUGLAS V. PALMER™® (50) of Calgary, Alberta, joined Esprit Energy Trust’s Board of
Trustees in February 2005. Mr. Palmer served on the board of Calpine Natural Gas Trust from
2003 to February 2005. Prior to this, Mr. Palmer was Chief Executive Officer at Numac Energy
from 1998 to 2001. Mr. Palmer worked at Norcen Energy Resources Ltd. from 1978 to 1998
in various positions, including his final position as Senior Vice President and Chief Operating
Officer.

Mr. Palmer holds a Bachelor of Science degree in Chemical Engineering from the
University of Calgary and is a member of the Association of Professional Engineers, Geologists
and Geophysicists of Alberta.

Holds 15,000 Trust Units

JOHN E. PANNETON® (65) of Toronto, Ontario, has been a member of the Board of
Directors of Esprit Energy’s predecessor companies, since 1998. Mr. Panneton has continued
as a member of the Trust's Board of Trustees since the reorganization and is currently the
Chairman of the Human Resources and Corporate Governance Committee. In 1998 he
joined Dundee Securities Corporation as Vice Chairman and President. In 2003, Mr. Panneton
joined Goodman Private Wealth Management as President and continues to serve as Vice
Chairman of Dundee Securities. Prior to joining Dundee Securities, Mr. Panneton held various
positions including Vice Chairman of McCarvill Corporation and President and Chief
Executive Officer of CIBC Investment Management Corporation.

Mr. Panneton helds a Bachelor of Commerce degree from Sir George Williams University
(now Concordia University) and serves as a director for Viceroy Homes Limited.

Holds 25,277 Trust Units
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W. Mark Schweifzer

D. Michael G Stewart

W. MARK SCHWEITZER™ (44) of Calgary, Alberta, joined Esprit Energy Trust’s Board of
Trustees in February 2005 and is the Chairman of the Audit Committee. Mr. Schweitzer is the
Executive Vice-President and Chief Financial Officer of Superior Plus, the wholly-owned sub-
sidiary of the Superior Plus Income Fund. Mr. Schweitzer has held the position of Chief
Financial Officer of Superior Plus and its subsidiaries for the past |2 years. From 1994 to 1998,
Mr. Schweitzer also held the position of Vice President, Finance and Chief Financial Officer at
Norcen Energy Resources Ltd. the former parent company of Superior Plus. Prior to 1994,
Mr. Schweitzer held senior treasury roles at Canadian Hunter Exploration Ltd. and Noranda.
Prior to joining Noranda in 1988, he held various audit responsibilities with Ernst and Young
in Toronto.

Mr. Schweitzer has a Bachelor of Commerce degree from Queens University and is a
member of the Canadian Institute of Chartered Accountants.

Holds 16,250 Exchangeable Shares®

ERIC L. SCHWITZER"® (54) of Vancouver, British Columbia, joined Esprit Energy Trust’s
Board of Trustees in October 2004. Mr. Schwitzer is the Managing Partner of Enterprise
Capital Management Inc., an investment management company. Prior to this, Mr. Schwitzer
held the position of Senior Vice President, Strategic Development, at Westcoast Energy Inc.
Prior to August 1999, Mr. Schwitzer was Managing Director of Scotia MclLeod Inc. a wholly-
owned subsidiary of the Bank of Nova Scotia.

Mr. Schwitzer holds a Bachelor of Science degree in Mathematics from McGill University,
a Master of Science degree in Management from the Massachusetts Institute of Technology
and is a Chartered Business Valuator. He also serves as a trustee and lead director of Versacold
Income Fund and several other companies.

Holds 10,000 Trust Units

D. MICHAEL G. STEYWWART®® (54) of Calgary, Alberta, joined the Board of Directors of Esprit
Energy’s predecessor company in May of 2002. At the time of the reorganization, Mr. Stewart was
appointed to the Chair of the Board of Trustees for the Trust. Mr. Stewart is the principal of the
privately held Ballinacurra Group of investment companies and has been active in the Canadian
energy industry for over 30 years. He graduated from Queen’s University in 1973 with a Bachelor
of Science with Honours degree in Geological Sciences. During the 1993 to 2002 period, Mr.
Stewart held a number of senior executive positions with Westcoast Energy Inc. Mr. Stewart sits
on the Board of Directors of a number of public and private companies.

Holds 5,750 Trust Unit®
15,000 Exchangeable Shares®

EXECUTIVE BOARD MEMBERS Stephen |. Savidant, Esprit's President and Chief Executive
Officer and Stephen B. Soules, Excecutive Vice President and Chief Financial Officer are also
members of Esprit’s Board of Trustees.

(1) Member of the Audit Committee.

(2} Member of the Human Resources and Corperate Governance Committee.

() Each Exchangeable Share could be exchanged for 1.19495 trust units based on the February exhange ratio. The exchange
ratio increases each month reflecting the cash distribution not paid on Exchangeable Shares. All Exchangeable Shares that
remain outstanding on October |, 2007 will automatically be exchanged for trust units at the exchange ratio in effect on
such date.

=

Includes 2,033 trust units held by Mr. Gardner’s spouse.

() Includes 2,000 units held by Mr. Stewart’s spouse.
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One hundred percent of Esprit’s reserves were evaluated by external independent reserves
evaluators, GLJ Petroleum Consultants Ltd. (GL)), at the end of 2005, as they have been since
2001.The following table summarizes Esprit’s reserve estimates at 2004 and 2005 and is pre-
pared in compliance with the reporting guidelines of the Canadian Securities Administrators’
National Instrument 51-10] “Standards of Disclosure for Qil and Gas Activities” (N1 51-101™).
Under NI 51-101, the best estimate for reserve balances and additions is the proved plus prob-

able category.

RESERVES SUMMARY AT DECEMBER 31,2005

Company interest " based on forecast pricing and costs

Natural Oil QOil

Natural Gas Equivalent Equivalent

Gas Oil Liquids 2005 2004

(bef)  (mbbls)  (mbbls) (mboe)  (mboe)

Proved producing 198.8 4,378 4,696 42,202 30,567
Proved developed non-producing 1.4 95 235 2,235 1,728
Proved undeveloped 259 265 989 5564 5,879
Total proved 236.1 4,738 5,920 50,001 38,174
Probable 76.6 2,203 1,758 16,742 11.202
Total proved plus probable 312.7 6,941 7,678 66,743 49,376

(M Company Interest reserve volumes include working interest plus royalty interests attributable to Esprit

2005 RESERVES BY PRODUCT

(mboe)

Natural gas 52,124
= Natural gas liquids 7,678
m Qi 6,941
Total 66,743
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2005 RESERVES BY CATEGORY

(mboe)

E= Proved producing 42,202
3 Proved developed

non-producing 2,235

T2 Proved undeveloped 5,564

Total proved 50,001

m Probable 16,742

Total proved plus probable 66,743




NET PRESENT VALUE OF CASHFLOWS

{based on forecast pricing and costs)

Esprit’'s reserves were evaluated effective December 31, 2005 using GLJ’s January [, 2006 price
forecast. Cash flows are prior to income taxes and general and administrative expenses.
Undeveloped land values are not included. Well abandonment costs for wells with reserves
have been included. Additional abandonment costs associated with non-reserves wells, lease recla-
mation costs and facility abandonment expenses have not been included. The net present values
shown below do not necessarily represent the fair market value of the reserves.

Present Value Discounted

Future Net revenue (3 millions) 0% 10% 12%
Proved producing 1,099.3 703.8 663.4
Proved developed non-producing 50.5 347 327
Proved undeveloped 109.1 45.7 394
Total proved },258.9 784.2 735.5
Probable 423.6 167.2 147 .4
Total Proved plus probable 1,682.5 951.4 882.9

PRICE FORECAST ASSUMPTIONS
The pricing assumptions used by GLJ in determining Esprit’s reserves are summarized in the
following table:

West Texas Edmonton Light Natural Gas

Intermediate Crude Qil Crude Qil at AECO

As at January |, 2006 ($US/bbl) ($Cdn/bbl) ($Cdn/mmbtu)
2006 57.00 66.25 10.60
2007 55.00 64.00 9.25
2008 51.00 59.25 8.00
2009 48.00 55.75 7.50
2010 46.50 54.00 7.20
2011 45.00 5225 6.90
2012 45.00 52.25 6.90
2013 46.00 53.25 7.05
2014 46.75 54.25 7.20
2015 47.75 55.50 7.40
2016+ : 48.75 56.50 7.55
Escalate thereafter at +2.0% per year +2.0% per year +2.0% per year
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RESERVE RECONCILIATION — COMPANY INTEREST @

Natural Total
Gas Oil

Gas Oil Liquids Equivalent

(bef) {mbbl) (mbbl) (mboe)
PROVED PRODUCING
Reserves at December 31,2004 157.4 350 3,986 30,567
Additions 1.3 364 223 2,484
Revisions (0.8) |14 287 256
Net Additions 10.5 478 510 2,740
Acquisitions 56.4 4,156 731 14,284
Total additions 66.9 4,634 1,241 17,024
Production (25.5) (606) (531) (5,389)
Reserves at December 31, 2005® 198.8 4,378 4,696 42,202
TOTAL PROVED
Reserves at December 31, 2004 196.4 430 5,009 38,174
Additions 6.4 364 69 1,500
Revisions (2.7) 9l 632 266
Net Additions 3.7 455 701 1,766
Acquisitions 61.5 4,459 741 15,450
Total Additions 65.2 4914 (442 (7216
Production (25.5) (606) (531) (5,389)
Reserves at December 31, 2005% 236.1 4,738 5,920 50,001
TOTAL PROVED PLUS PROBABLE
Reserves at December 31, 2004 2547 530 6,391 49,376
Additions 8.7 672 101 2,223
Revisions (4.9) 82 832 96
Net Additions 3.8 754 933 2,319
Acquisitions 79.7 6,263 885 20,437
Total additions 83.5 7,017 1,818 22,756
Production (25.5) (606) (531) (5,389)
Reserves at December 31, 2005% 3127 6,941 7,678 66,743

O] Company Interest reserve volumes include working interest plus royalty interests attributable to Esprit.

(2) Includes 236 mboe reserves on a total proved basis and 388 mboe reserves on a total proved plus probable basis attributable

to Ante Creek which was disposed of effective December 15, 2005 and closed in January 2006.

RESERVE LIFE INDEX

Reserve life index is a measure of the longevity of reserves. [t is calculated by dividing the total
reserves by the annual production rate.The result is the number of years that the reserves base
could continue to produce at its current rate. In reality, production levels tend to decline over
time and production may continue for a significantly longer time but at lower than

current rates.

Esprit’s reserve life of 10.7 years is very competitive with its peers. The Trust believes that
this quality asset base will provide a solid platform for sustainability.
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2005® 2004
Reserve Life Index (years)
Proved producing 6.8 7.5
Total proved 8.0 24
Total proved plus probable 10.7 12.}

(1) 2005 reserve life index is calculated using the midpoint of the 2006 production guidance of 17,050 boe per day

RESERVE REPLACEMENT RATIO

Reserve replacement ratio is a measure of the magnitude of reserve additions. It is calculated
by dividing the net reserve additions in the past year by the annual production rate. A compa-
ny's reserve balance will decline if it does not add as many reserves as it produced during the
year. A reserve replacement ratio of at least 100 percent means the company is at minimum
maintaining its reserve base. Esprit’s reserve replacement in 2005 was 422 percent on a proved
plus probable basis. The Trust added reserves through the development of its existing asset
base and through acquisitions.

2005 2004
Reserve Replacement Ratio (percent)
Proved producing 316 121
Total proved 319 110
Total proved plus probable 422 104

CAPITAL EXPENDITURES

In 2005, capital expenditures on exploration and development activites was $79.4 million. In
- addition, Esprit spent $107 million cash and issued 24.1 million new units from treasury,
valued at $301.3 million, on the acquisition of Resolute Energy Inc. The breakdown of Esprit’s
capital expenditures during the year is shown below:

$ thousands

Drilling and completions 48,657
Plant and facilities 23,369
Land and lease 3,905
Capitalized G & A 3,452
Total exploration and development 79,383
Office and computer assets 623
Property dispositions (278)
Total capital before corporate acquisitions 79,728
Corporate acquisitons per Statement of Cash Flows 107,205
Fair value of trust units issued on acquisiton of Resolute Inergy Inc. 301,332
Total acquisiton costs 408,537
Total capital and acquistion costs 488,265

FINDING, DEVELOPMENT AND ACQUISITION COSTS
Finding and development costs are a measure of the cost effectiveness of the Trust and
represent the cost to find, develop or acquire reserves. It is expressed on a cost per barrel of
oil equivalent basis.

In 2005, Esprit added 1,766 mboe of proved reserves and 2,319 mboe of proved plus prob-
able reserves through drilling activities, spending $79.4 million in capital expenditures. During
the year, the Trust completed three strategic, acquisitions; Resolute Energy Inc., Markedon
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Energy Ltd.and Monroe Energy Inc. These transactions added proved reserves of 15,450 mboe
and proved plus probable reserves of 20,437 mboe and accounted for $408.5 million in total
acquisition costs.

2005 2004

Capital Proved plus Capital Proved plus
Expenditures  Proved® Probable! Expenditure  Proved® Probable!
($000s) ($/boe) ($/boe) ($000s) ($/boe) (3/boe)

Finding and development costs® 79,383 41.46 3458 72,039 16.23 17.67
Acquisitions/disposition 408,537 (37,644)
Finding, development

and acquisition costs" 487,920 27.98 21.48 34,395 7.98 8.92

(1) Includes future development capital and revisions

(2) Excludes non-operational capital of approximately $623,000 (2004 $152,000)

(3) 2004 figures reflect Trust assets only

(4) Excluding reserves and including disposition proceeds on Ante Creek properties sold in 2005, FD & A costs would be $20.78
per boe on a proved plus probable basis and $26.96 per boe on a proved basis

2005 2004

Proved Proved

plus plus

Proved  Probable Proved  Probable

Drilling additions net of revisions (mboe) 1,766 2,319 4,513 4,237

Total additions including acquisitions and dispositions (mboe) 17,216 22,756 4,460 4,172

Future development capital ($ thousands)®

January 1, 2006 61,948 96,710

January 1, 2005 68,116 95,913 48,409 70,763

January |, 2004 47,209 67,947

Increase /(Decrease) (6.168) 797 1,200 2816

(1) Discounted at 10 percent

(2) 2005 future development capital adjusted for future development capital on reserves acquired during 2005.

RECYCLE RATIO

A recycle ratio is another measure of the cost effectiveness of the Trust and represents value
created for each dollar invested towards adding reserves. It takes into account the actual price
received for production, along with actual operating costs and royalty expense, It is calculated
by dividing the operating netback by the finding, development and acquisitions costs. [n 2005,
Esprit’s recycle ratio was 1.5 on a proved plus probable basis meaning that the Trust realized
operating income of one and a half times that invested in adding reserves.

2005 2004

Proved Proved

plus plus

Proved  Probable Proved  Probable

Operating netback ($/boe) 3211 32.11 25.07 25.07
Finding, development and acquisition costs ($/boe) 2798 21.48 7.98 8.92
Recycle ratio (times) .15 1.49 3.14 2.81

(1) 2004 operating netback is the annualized Q4 2004 netback
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Energy commodity prices can fluctuate dramatically with changes caused by world events,
weather conditions, supply disruptions and variations in demand. By using price risk manage-
ment tools, we aim to limit the volatility in our cash flow and in turn bring as much stability
as possible to our cash distributions. The impact of our risk management program also flows
through to our balance sheet.

Esprit uses a selection of hedging tools to achieve its risk management goals. These tools
are selected with the objective of reducing our downside exposure while still allowing us to
participate in much of the upside potential of higher commodity prices.As natural gas makes
up approximately 70 percent of our production, we focus our risk management program
around reducing our sensitivity to fluctuations in natural gas prices. '

Our risk management tools include the use of:

» Fixed price contracts — generally no more than one year out

* Floors — limited to no more than 25 percent of production

» Collars — to be utilized over a two year period

All contracts in our risk management program are transacted with counter parties with
investment grade credit ratings.

The Risk Management team works within guidelines and a portfolio structure approved
by the Board. Generally, the Trust expects to hedge 25-35 percent of its natural gas produc-
tion but may utilize price risk management tools to optimize prices on larger volumes over
short periods. In the case of a material acquisition, we may consider using hedges on a larger
portion of the acquired production to lock in the transaction economics for up to two years.
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At Esprit Energy Trust, we are committed to the health, safety and well-being of all of our
employees, contractors and suppliers as well as residents in the communities where we live
and work.

We are extremely proud of our safety record as well as our employees’ dedication and
recognition of their responsibility to maintain a safe working environment. Esprit has certifi-
cation from Alberta Partnerships in Injury Reduction. In 2004, we were presented with the
Work Safe Alberta 2004 Best Safety Performer award for exceptional performance in work-
place health and safety. This is an initiative managed by Alberta Human Resources and
Employment. We were one of 343 companies recognized among 128,000 eligible for this
award.

As Esprit’s operations expand, we ensure that all employees understand the significance
of operating in a responsible and safe manner. To achieve this, we continuously improve our
policies, standards and operating procedures.This is complemented by training, education and
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awareness programs in order to help employees achieve consistent performance in this area.

Esprit has also been a proponent of the Canadian Association of Petroleum Producers
(CAPP) Stewardship program for many years due to our commitment to excellent environ-
mental performance, protecting the public and worker safety. Esprit was presented with the
Platinum Level award by CAPP in 2005.

Public engagement is another key element of Esprit’s approach. We regularly meet with
various community groups to discuss issues that may affect them. We strongly believe that
education and a transparent approach is essential to building a strong working relationship
with communities.

In support of the environment, health and safety, Esprit also maintains an active well aban-
donment and site restoration program, performs third party safety and environmental audits,
adheres to an asset integrity program, and has a comprehensive assessment program to
address future liabilities.

COMMUNITY INITIATIVES
Esprit is working together with communities in rural Alberta to safely and responsibly devel-
op the province’s resources.

We are committed to playing an active role in the communities in which we operate, and
promoting a constructive working relationship with local residents. Most of our field employ-
ees live and work in these areas and are actively involved in sports programs, school initiatives
and everyday community activities. We consider them our best ambassadors for the Trust.

Esprit contributes financially to over 30 educational and sports groups in our areas of
operation. Our Community Affairs group believes in supporting as many of these groups as
possible, being part of the community. We support Fire Prevention and Drug Awareness pro-
grams in elementary schools and contribute office supplies and computers through our
“Donated Computer Program”. Our staff and land agents actively support the Olds College
Land Agents program and Land Administration program through scholarships, involvement
with the Land Agents Advisory Board and participation in class seminars.

The Trust also contributes to over 50 institutions and charities in the Calgary area includ-
ing Mount Royal College, Alberta Children’s Hospital, STARS Foundation, Calgary Homeless
Foundation and Hull Family Services. The Esprit team enthusiastically participated in this year's
United Way Campaign in Calgary. Together, Esprit and its Calgary-based employees and con-
tractors raised over $143,000 for the United Way.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This MD&A has been prepared as of February |5, 2006.

The following management’s discussion and analysis (“MD&A”) of financial and operating
results should be read in conjunction with the audited consolidated financial statements for
the year ended December 31,2005 (contained in this annual report) and the audited consol-
idated financial statements and MD&A of Esprit Energy Trust (the “Trust”) for the year ended
December 31, 2004. All amounts are in Canadian dollars unless otherwise noted. All refer-
ences to “Esprit” or the “Trust” refer to Esprit Energy Trust and all references to the
“Company” refer to Esprit Exploration Ltd. The Trust is an open-ended investment trust cre-
ated pursuant to a trust indenture. The Company is a subsidiary of the Trust.

Per barrel of oil equivalent (*boe”) amounts have been calculated using a conversion rate
of 6,000 cubic feet of natural gas to one barrel (“bbl”) of oil. Boe’s may be misleading, particu-
larly if used in isolation. A boe conversion ratio of | bbl:6,000 cubic feet is based on an energy
equivalency conversion method primarily applicable at the burner tip and does not represent a
value equivalency at the wellhead. References to “production volumes” or “production” refer to
sales volumes.

References are made to terms commonly used in the oil and gas industry that are not
defined by generally accepted accounting principals (“GAAP”) in Canada and are referred to
as non-GAAP measures. Such non-GAAP measures should not be considered an alternative
to, or more meaningful than GAAP measures as indicators of the Trust’s financial or operat-
ing performance. The non-GAAP measures presented are not standardized measures and
therefore may not be comparable with the calculation of similar measures for other entities.
The following are descriptions of non-GAAP measures used in this MD&A:

“Cash flow” equals cash flow from operations before changes in non-cash working capi-
tal. The Trust considers cash flow to be a key measure as it demonstrates the Trust’s ability to
generate the cash necessary to pay distributions, repay debt and to fund future capital invest-
ment. Cash flow per unit is calculated using the same number of units for the period as used
in the net earnings per unit calculations.

“Net debt” equals bank loans and convertible debentures plus current liabilities minus
current assets. Net debt is a useful measure of the Trust’s total leverage.

“Net debt to cash flow ratio” equals the net debt (as defined above) divided by cash flow
(as defined above). Net debt to cash flow ratio is a useful measure by which to compare the
Trust’s financial leverage to those of its peers.

“Operating netback” equals total revenue per boe less royalties per boe and operating
costs per boe. Operating netbacks are a useful measure to compare the Trust’s operations
with those of its peers.

“Payout ratio” equals distributions as a percentage of cash flow for the period. Payout ratio
is a useful measure used by management to analyze the Trust’s efficiency and sustainability.

“Finding and developrent costs” equal exploration and development capital expenditures
plus the change in future development costs divided by reserve additions (including reserve revi-
sions). Finding and development costs are used by management as a measure of the cost effec-
tiveness of the Trust.

“Finding, development and acquisition costs” equal capital expenditures plus the change in
future development costs divided by reserve additions (including acquisitions and reserve revi-
sions). Finding, developmerit and acquisition costs are used by management as a measure of the
cost effectiveness of the Trust.

This MD&A contains forward-looking or outlook information with respect to the Trust.
Certain information regarding Esprit Energy Trust including management’s assessment of
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OIL AND NATURAL GAS REVENUE

Oil and natural gas revenue for the fourth quarter of 2005 was $104.8 million, an increase of
$21.8 million over the third quarter of 2005 and up $60.4 million from $44.4 million in the
last quarter of 2004.This increase was due largely to a six percent increase in production vol-
umes over the third quarter and a 60 percent increase in production volumes over the same
quarter of the prior year. Also, the Trust saw a significant increase in overall commodity prices
received. Higher production volumes and commodity prices contributed approximately $6 mil-
lion and $16 million respectively to increased revenue over the third quarter of 2005.

PRODUCTION
Three months ended Year ended
Dec 31, Dec3l,  Sep 30, Jun 30, Mar3l, Dec3l, Dec3l,
2005 2004 2005 2005 2005 2005 2004
Natural gas (mcf/d) 79,494 55,920 79,056 65,709 54,963 69,898 62,162
Natural gas fiquids (bbl/d) 1,725 1,436 1,424 1,357 1,310 | 455 1,324
Oil (bbl/d) : 2,840 405 2,159 1,216 394 1,660 540
Total (boe/d) 17,814 11,161 16,759 13,525 10,864 14,765 12,225
Natural gas 74% 83% 79% 81% 84% 79% 85%
Natural gas liquids 10% 13% 8% 10% 12% 10% 11%
ol 16% 4% 13% 9% 4% 1% 4%
Total 100% 100% 100% 100% 100% 100% 100%

The Trust’s production is heavily weighted toward natural gas and natural gas liquids with
oil representing approximately |6 percent of total production for the quarter ended
December 31, 2005.

Fourth quarter natural gas production averaged 79.5 million cubic feet (*mmcf”) per day,
a 42 percent increase compared to the fourth quarter of 2004 of 55.9 mmcf per day and up
marginally over average production of 79.1 mmcf per day in the prior quarter. The increase in
natural gas production over the fourth quarter of 2004 is primarily due to the volumes con-
tributed by the Resolute Energy assets which were acquired in April of 2005. In the fourth
quarter, natural gas comprised 74 percent of Esprit’s production as compared to an average of
83 percent in the fourth quarter of 2004. The proportion of natural gas production has
decreased as a result of Esprit's acquisition of two, mainly oil producing private companies —
Markedon Energy and Monroe Energy — in August 2005.

Fourth quarter average natural gas liquid production was 1,725 bbls per day, compared to
1,436 bbls per day in the same quarter of 2004 and 1,424 bbls per day in the third quarter.
The increase in liquids production over the prior year is largely due to the volumes con-
tributed by the Resolute acquisition. The increase over the third quarter reflects low liquids
inventories at the start of the third quarter as storage tanks were emptied in preparation for
the scheduled maintenance at Olds in June.Also, new liquids rich gas production was brought
on at Olds in the fourth quarter. Natural gas liquids (“NGLs"} as a percentage of total pro-
duction, decreased to 10 percent compared to |3 percent in the fourth quarter of 2004 also
as a result of the acquisitions in August of 2005.




Fourth quarter oil production averaged 2,840 bbls per day, a 2,435 bbls per day increase
over the same period of 2004 and a 681 bbls per day increase over the previous quarter. The
increase is mainly due to volumes contributed by the acquisitions of Markedon Energy and
Monroe Energy, which were both largely oil producers, and positive drilling results in the Berry
area. Qil accounted for 16 percent of Esprit’s production in the fourth quarter, as compared
to four percent in the fourth quarter of 2004.

PRICES AND PRODUCT MARKETING

In the fourth quarter of 2005 the Company’s marketing activities resulted in an average real-
ized natural gas price, net of transportation and hedging costs of $10.87 per thousand cubic
feet (“mcf”) as compared to $8.50 per mcf in the prior quarter and $6.99 per mcf in the
fourth quarter of 2004. Spot natural gas prices were volatile during the quarter, reaching a high
on December 13 of $14.57 per gigajoule (“G|") at AECO, at which point prices dropped
throughout the remainder of the quarter. Including oil and NGLs, the Trust’s realized overall
commodity price in the fourth quarter was $63.93 per boe, as compared to $43.26 per boe
for the same period in 2004 and $53.85 in the prior quarter. Oil prices dropped through the
first half of the quarter, reaching a low of US$55.72 WTI per bbl, before increasing to a clos-
ing price for the quarter of US$57.76 WTI per bbl. Higher commodity prices accounted for
$21 million of the increase in fourth quarter revenue over the prior year.

OPERATING COSTS

Three months ended Year ended
Dec 31,  Dec 31, Sep 30, Jun 30, Mar 3!, Dec3l, Dec3l,
2005 2004 2005 2005 2005 2005 2004
Operating costs
($ thousands) 14,838 8,322 14,488 10,412 7,412 47,149 35,092
Operating costs
($ per boe) 9.05 8.10 9.40 8.46 7.58 8.75 7.84

Fourth quarter operating costs were $14.8 million, or $9.05 per boe, as compared to
$14.5 million, or $9.40 per boe in the prior quarter, and $8.3 million, or $8.10 per boe in the
same quarter of the prior year. Fourth quarter operating costs are higher than expected due
to a number of factors; most significantly, increased electricity costs and high inflation costs in
the oil and gas services sector.
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CAPITAL EFFICIENCY

Esprit's finding, development and acquisition (“FD&A”) costs for 2005, including reserve
revisions and future development capital, were $20.78 per boe proved plus probable ($26.96
on'a proved basis). Esprit acquisition costs were approximately $409 million and the capital
program, excluding acquisitions, was $79 million. For the purpose of calculating FD&A costs,
the cost of Resolute was $308 million representing the value of trust units issued and net debt
assumed at the time of closing. In calculating FD&A cost, Esprit has removed Ante Creek year-
end reserves and included consideration received for the disposition in January 2006. if Ante
Creek was included in the calculation, the FD&A cost would be approximately $21.48 per boe
proved plus probable and $27.98 per boe proved.

Esprit’s F&D costs, excluding acquisitions but including reserve revisions and future devel-
opment capital, were $34.58 per boe proved plus probable and $41.46 per boe proved. The
main reasons for this poor performance were the disappointing drilling results experienced at
Olds during the first three quarters of 2005 and the significant amount of capital improve-
ments made ($7 million) during the Olds plant maintenance shutdown. The last shutdown was
2002 and the next is planned for 2009. While it is too early to represent a trend, the fourth
quarter of 2005 drilling results, particularly at Olds and Berry, were very encouraging. Esprit
believes it will achieve industry competitive F&D costs in 2006.

Another measure of capital efficiency used in the industry is the capital cost incurred to
bring on incremental (new) production. Esprit estimates this metric at $29,000 per flowing
boe added in 2005.

OPERATIONS

A regularly scheduled triennial turnaround of the Olds plant occurred in the second quarter
of 2005. During the turnaround, work was completed to improve the plant’s ability to handle
electrical power disruptions and the handling of *slugs’ of liquid hydrocarbons that occasion-
ally enter the plant in the natural gas stream. The successful turnaround has improved the
plant’s operational reliability and is expected to allow the plant to operate for a further four
years until the next turnaround now scheduled to occur in 2009.

ACQUISITIONS AND DISPOSITIONS

On April 29, 2005, through a plan of arrangement, Esprit acquired the shares of Resolute
Energy inc. (“Resolute”), a public company whose shares traded on the Toronto Stock
Exchange, on the basis of 0.338 units of the Trust for each Resolute share. Immediately after
the transaction, the Company amalgamated with Resolute. As part of this plan of arrangement,
certain Resolute assets were transferred to a separate publicly traded company (Cordero
Energy Inc.) the shares of which were issued to the former shareholders of Resolute. The
Trust issued approximately 24.1 million trust units to the shareholders of Resolute. The assets
acquired through this transaction have increased Esprit's production by approximately 60 per-
cent and have diversified the Trust's production base both in terms of geography and produc-
tion.The assets acquired were predominantly sweec, natural gas properties and have increased
the Trust’s proportion of sweet natural gas production from 29 percent to 55 percent of its
total natural gas production. An additional 13.3 mmboe of proved reserves and 16.6 mmboe
of proved plus probable reserves have been added to Esprit’s year end 2005 asset base as a
result of this acquisition.
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On August 9, 2005, Esprit acquired Markedon Energy Ltd. and Monroe Energy Inc.,
two privately-held Calgary-based oil and gas companies. Esprit acquired all of the issued and
outstanding shares of the companies for aggregate cash consideration of $98.5 million. The
total value of the transaction, including the related acquisition costs of $1.7 million, was
approximately $100.2 million. The two acquisitions represent 3.8 mmboe of proved plus prob-
able reserves of which 2.1 mmboe are proved.

On January 25,2006, the Trust closed the sale of its Ante Creek properties for $16.0 mil-
lion cash consideration and interests in properties at Manyberries and Three Hills.

FINANCING
To fund the August 9th acquisitions, Esprit issued $ 100 million of extendible convertible unse-
cured subordinated debentures (“the Debentures”).The Debentures have a coupon rate of 6.5
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percent, payable semi-annually in arrears, and a maturity date of December 31, 2010. The
Debentures are convertible into trust units of Esprit at $13.85 per trust unit and are
redeemable by the Trust after December 31, 2008. The offering closed on July 28, 2005. The
convertible debentures of the Trust trade on the TSX under the trading symbol “EEE.DB”.

RECLASSIFICATION OF A AND B UNITS

On its conversion to a trust on October 1, 2004, Esprit had a dual class A/B trust unit struc-
ture. The dual class trust unit structure was created in response to proposed legislative
announcements made by the Minister of Finance relating to the restriction of foreign owner-
ship of mutual fund trusts. Subsequently, the Minister announced his intention to defer the
implementation of that legislation. On June 2, 2005 Esprit’s Board approved the elimination of
the Trust’s A/B unit structure. Esprit’s outstanding Class A trust units and Class B trust units
were reclassified into a single class of trust units. The effective date of the reclassification was
June 30, 2005 and the single class of units began trading on the TSX on july 5, 2005 under the
symbol “EEE.UN".

OIL AND NATURAL GAS REVENUE

Year ended December 31, 2005 2004 2003
Oil and gas revenue ($ thousands) 287,834 184,649 170,078
Production Volumes
Natural gas (mcf/d) 69,898 62,162 60419
Natural gas liquids (bbls/d) 1,455 1,324 1,378
Oil (bbls/d) 1,660 540 554
Total (boe/d) 14,765 12,225 12,002
Average Sales Prices )
Natural gas ($/mcf) 8.67 6.68 6.46
Natural gas liquids ($/bbl) 62.75 53.68 44.49
Crude oil ($/bbl) 55.04 33.70 2582
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Oil and natural gas revenue for the year ended December 31, 2005 was $287.8 million
compared to $184.6 million for 2004. The increase in revenue is due to increased production
volumes from the acquisitions during 2005, partially offset by reduced revenue from the trans-
fer of assets to ProspEx Resources Ltd. upon the formation of the Trust on October 1, 2004,
downtime for the June 2005 Olds and Ram River (Blackstone) scheduled plant turnarounds
and wet weather related operational issues in the second quat:tér of 2005. Also contributing
greatly to the increase in revenues was a 29 percent overall increase in commodity prices
received by the Trust compared to 2004. Compared to 2004, increased production accounted
for $49.3 million of the higher revenue while commodity prices accounted for approximately
$53.9 million of the increase. Of the production contribution, $13.6 million was from proper-
ties acquired in the Resolute acquisition and $1.9 million was from the Markedon and Monroe

acquisitions.

PRODUCTION

Year ended December 31, 2005 2004 2003
Gas (mcf/d) 69,898 62,162 60,419
NGL (bbls/d) 1,455 1,324 1,378
Oil {bbis/d) 1,660 540 554
Total (boe/d) 14,765 12,225 12,002

Total equivalent production for 2005 of 14,765 boe per day represents a 21 percent
increase over 2004 production of 12,225 boe per day. The majority of the increased produc-
tion volumes were due to the acquisitions made during the year, however, the increase was
partially offset by decreased production due to the transfer of properties to ProspEx at the
end of the third quarter of 2004.

Esprit’s full year average natural gas production of 69.9 mmcf per day reflects a 12 percent
increase over 2004 natural gas production of 62.2 mmcf per day. The production increases were
due to the acquisitions as well as the tie-in of new wells in the Olds, Saskatchewan, High River,
Three Hills, Berry and Swalwell areas. Offsetting the production increases were natural declines
and the loss of production from properties that were transferred to ProspEx. Production was also
negatively impacted by shutdowns for the scheduled major plant maintenance at Olds and
Ram River (Blackstone)} and unanticipated operational delays related to wet weather which were
experienced in the second and third quarters of 2005. '

Average NGL production of [,455 bbls per day is up 10 percent from NGL production
during 2004 of [,324 bbls per day. Natural gas liquids for 2005, as a percentage of total natu-
ral gas production, were |3 percent, which is approximately equal to 2004.

In 2005, oil production averaged 1,660 bbls per day, an increase of 207 percent compared
to 2004. The increase in oil production is largely due to the acquisition of Markedon and
Monroe which were both predominantly oil producers.

Looking forward to 2006, total production is expected to average between 16,750 to
17,350 boe per day.Approximately 70 percent of the production is expected to be natural gas.
The Trust expects to be able to maintain stable production levels in 2006 through exploitation
of its undeveloped land base and internally generated drilling prospects.
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In early 2006, Esprit assembled a full-time business development team charged with the
mandate of expanding Esprit's production base through acquisitions or other joint venture
opportunities.

PRICES AND PRODUCT MARKETING
The 2005 average realized gas price net of transportation and hedging costs was $8.67 per
mcf ($7.91 per GJ) as compared to $6.68 per mcf during 2004, a 30 percent increase. The
Alberta Reference Price for 2005 was $7.84 per GJ. It is the average plant gate natural gas
price received by all Alberta gas producers for their product as published by the Department
of Energy of the Province of Alberta. Canadian gas prices were driven higher in concert with
the U.S. based NYMEX gas price increases which were largely caused by hot weather in the
summer and supply interruptions caused by an active hurricane season, most significantly, hur-
ricane Katrina.

The average NGL price received for the year was $62.75 per bbl compared to $53.68
per bbl in 2004, a 17 percent increase.

The 2005 average realized oil price was $55.04 per bbl compared to $33.70 per bb) for
2004, a 63 percent increase. Ongoing supply and demand uncertainty was elevated as oil pro-
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duction was significantly effected by the active hurricane season and continued geopolitical
events throughout the year.

Cash flow is directly impacted by the volatility of commodity prices. As part of its risk
management strategy, Esprit enters into commodity price derivative contracts to provide
downside price protection. In 2005, hedging costs for natural gas and oil were $5.1 million, or
$0.95 per boe.

Currently, for the remainder of 2006, the Trust has approximately 26 percent of its esti-
mated annual natural gas production hedged via fixed price contracts. In the event that prices
rise above the price specified in the contract, Esprit will be unable to capture the associated
incremental revenue. An additional five percent of natural gas volumes are protected via col-
lars, which provide downside price protection but also remove the benefit of prices above a
specified level. Approximately 22 percent of oil volumes are hedged via a fixed price contract.
If all of Esprit’s contracts were closed out on December 31,2005, the [oss resulting from the
settlement would have been approximately $6.0 million. At February 14, 2006, the gain that
would have resulted from closing all of Esprit’s contracts was approximately $10.0 million,

Energy commodity prices can fluctuate due to changes in the geopolitical environment,
weather conditions, supply disruptions and other variations in supply or demand. The Trust
uses commodity price hedges to partially limit the volatility in its cash flow and, in turn, pro-
vide stability to its distributions. The Trust has a written policy delegating limited authorities
to management to implement commodity price hedges. The Board of Trustees meets with
management at least quarterly to review the Trust’s hedging strategy and the hedges in place.
In the case of a material acquisition, the Trust will consider using hedges on a larger portion
of the acquired production to partially lock in the transaction economics.
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OPERATING COSTS

Year ended December 31, 2005 2004 2003
Operating Costs ($ thousands) 47,149 35,092 27,781
($/boe) 8.75 7.86 6.34

Esprit’s full year 2005 operating costs were $47.1 million or $8.75 per boe compared to
$35.1 million or $7.86 per boe for the full year of 2004.The increase in operating costs in 2005
was due to a number of factors including significant increases in electricity costs along with
cost inflation in the oil and gas services sector. Esprit’s operating costs were also impacted by
costs related to the major maintenance turnaround at Olds and weather related problems in
the second and third quarters.

Looking forward, Esprit expects that with the maintenance work conducted at the Olds
plant, along with other cost mitigation efforts, its 2006 operating costs will average $8.50 per boe.

ROYALTIES

Royalty expense of $67.6 million for the full year of 2005 increased from the prior year's roy-
alty expense of $44.5 million in proportion with revenue. The total royalties as a percentage
of revenue in each year were approximately 24 percent. The royalty rate for 2006 is not
expected to change from that level.

DEPLETION, DEPRECIATION AND AMORTIZATION

Depletion, depreciation and amortization (“DD&A”) expense in 2005 was $74.8 million, or
$13.88 per boe, up from $44.9 million, or $10.06 per bae, in 2004. Other than increased pro-
duction, the increase in DD&A expense is a result of a number of factors including the acqui-
sitions completed during the year and the addition of reserves at costs higher than Esprit’s his-
toric average. The DD&A rate is expected to continue to increase as current year finding and
development costs are greater than Esprit’s historical rate.

GENERAL AND ADMINISTRATIVE EXPENSES

Annual net general and administrative expenses increased 61 percent to $8.1 million in 2005 from
$5.0 million in 2004. Per unit general and administrative expenses for the full year were $1.49 per
boe compared to $1.12 per boe in 2004. The increased administrative costs in the year resulted
from a number of factors including integration costs related to the acquisitions, costs related to
complying with new corporate governance and financial reporting regulations and requirements
and an increasingly competitive environment for human resources. These latter two factors are
expected to put continued upward pressure on general and administrative expenses. Per unit gen-
eral and administrative costs are expected to average $1.85 per boe in 2006.
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INTEREST AND FINANCING COSTS

Interest expense in 2005 of $8.3 million is up 159 percent from $3.2 million in the prior year
due to the increase in average bank debt compared to 2004 and an increase in the average
interest rate experienced by the Trust. The average rate on the utilized portion of the credit
facility was 3.6 percent in 2005 compared to 3.4 percent in 2004. The increase in bank debt
can be attributed to the assumption of debt on the acquisition of Resolute as well as the
excess expenditures of Esprit’s capital program and distributions over its cash flow.

In 2006, Esprit does not expect capital and distributions to exceed cash flow. Additionally,
the $16 million cash proceeds of the Ante Creek disposition in January 2006 were applied
against bank debt.As discussed previously, $100 million of unsecured subordinated convertible
debentures were issued to fund the acquisitions of Markedon and Monroe.

Interest and financing charges relating to the convertible debentures in 2005 were $3.4
million comprised of 6.5 percent coupon interest payable, amortization of debenture issue
costs and accretion of the debt portion of the debenture up to its face value. For a further
discussion of the Debentures see the “Liquidity and Capital Resources” section below.

RESOLUTE PLAN OF ARRANGEMENT COSTS

The Trust paid $0.8 million in transaction bonuses and employee retention payments during
the second quarter of 2005. These costs were directly related to the acquisition of Resolute
and have been expensed on the statement of earnings and deficit for 2005.

INCOME TAXES
Esprit has not paid any current income taxes in 2005, with the exception of Federal large cor-
poration’s tax and Saskatchewan capital tax.

Future income taxes arise from differences between the accounting and tax basis of the
operating company’s assets and liabilities. In the Trust structure, interest and net profits inter-
est payments are made between the operating company and the Trust and ultimately paid to
the unitholders in the form of distributions. This mechanism transfers the majority of the
income and tax liability to the unitholders. It is therefore expected that the Trust will not incur
any cash income taxes in the medium-term under current commodity prices.

NET EARNINGS AND CASH FLOW

Year ended December 3| ($ thousands except per unit amounts) 2005 2004 2003
Net earnings 74,452 28,099 38,779
Per unit — basic 1.31 0.70 0.97

Per unit — diluted 1.28 0.68 0.97
Cash flow 154,254 86,777 92,260
Per unit — basic 271 2.17 2.32

Per unit — diluted 2.53 2.11 231
Weighted average units — basic 56,869 40,023 39,805
— diluted 61,967 41,050 40,003

Cash distributions per unit — basic I.71 0.42 -
Special payment per share - 022 -
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Net earnings for the year of $74.5 million were up 165 percent from 2004, largely due to
increased production and higher commodity prices, offset by higher operating costs, royalties,
general and administrative expenses, interest expense and depletion expense.The cause of the
variances in these items is described in detail in earlier sections of this MD&A.

Cash flow for the year was $154.3 million, up $67.5 million, or 78 percent, from 2004.The
increase is a result of the same items that impacted earnings and have been discussed in detail
above.

CAPITAL EXPENDITURES

Year ended December 31 (§ millions) 2005 2004 2003
Exploration and development 794 1224 110.6
Property dispositions (0.3) (37.6) 3.1
Office and computer assets 0.6 0.2 0.5
Total capital before corporate acquisitions 79.7 85.0 114.2
Corporate acquisitions per Statement of Cash Flows 107.2 - —
Fair value of trust units issued on acquisition of Resolute Energy Inc. 301.3 - -
Total acquisition costs 408.5 - -
Total capital and acquisition costs 488.2 85.0 1142

Total capital expenditures for 2005 include approximately $100 million associated with
the Markedon and Monroe acquisitions and approximately $7.0 million in costs related to the
Resolute acquisition. In addition, the Trust issued $301.3 million of trust units as part of the
Resolute acquisition for total acquisition costs of $408.5 million. Net capital expenditures for
the year of $186.9 million are up 120 percent from 2004, Excluding acquisition & disposition
capital, Esprit’s capital expenditures in 2005 were $80.0 million, $42.6 million less than in 2004.
As a Trust, Esprit’s capital spending is significantly less than a traditional exploration company,
focusing on the development of existing assets. A total of 87 gross wells were drilled during
the year. The majority of the development capital in 2005 was spent in the Olds, Berry, and
Saskatchewan areas. Of the total capital spent in 2005, $48.7 million was spent on drilling and
completions, $23.4 million on facilities and $4.0 million on land, with the remainder being cap-
italized general and administrative costs and office and computer assets.

Approximately 60 percent of the Trust's capital budget for 2006 of $63 million is direct-
ed towards drilling, with a further 25 percent to be spent on facilities.

In 2006, Esprit plans to drill 11 wells at Olds and participate in a multi-well farm-out
agreement in its Three Hills area. The Olds’ plans call for drilling two of the deeper VWabamun
wells with the remaining nine wells targeting shallower, sweet gas and totals approximately $17
million.

In the Berry/Winnifred area, the Trust plans to spend approximately $19 million in 2006
to drill 26 wells, five in the Richdale Banff pool and the remainder targeting Second White
Specks and Mannville formations.
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In the Peace River Arch area, the Trust expects to spend approximately $7 million to drill
nine gross wells in 2006.These drifling plans include wells in both Beaverlodge and Gordondale
targeting multi-zoned opportunities that possess relatively higher volume potential with strong
capital efficiency metrics.

In Saskatchewan, Esprit plans to spend approximately $6 million in 2006 to drill seven
wells, two in Lashburn and five horizontal wells at Wauchope.

In Central Alberta in 2006, Esprit plans to spend approximately $2 million in capital, mostly
on facilities de-bottlenecking, re-completions, optimizations and drilling two wells in the area.

In Southern Alberta in 2006, Esprit plans to spend approximately ${ million in capital, pri-
marily in the High River area through the multi-well farm-out agreement expected to begin in
the second quarter.

In 2006, Esprit will continue to pursue strategic acquisition opportunities. However, due
to the unpredictability of occurrence and the uncertainty of the magnitude of any such trans-
action, Esprit has not made any provision for acquisitions in its 2006 capital budget.

LIQUIDITY AND CAPITAL RESOURCES

Year ended December 3| ($ thousands except ratios and units) 2005 2004
Bank debt 144,239 86,875
Working capital deficiency 20,785 16,138
Net debt (excluding debentures) 165,024 103,013
Convertible debentures 93,866 -
Net debt 258,890 103,013
Market value of Trust Units & exchangeable shares outstanding®” 898,989 491,510
Total capitalization 1,157,879 594,523
Net debt (excluding debentures) to cash flow ratio 1.07 .19
Net debt to cash flow ratio 1.68 1.19
Qutstanding units 66,358 40,183

(1) Based on December 3 1, 2005 closing price.

On July 28,2005 the Trust issued $100 million of 6.5 percent convertible unsecured sub-
ordinated debentures for proceeds of $96.0 million (net of issuance costs). The Debentures
pay interest semi-annually and are convertible at the option of the holder at any time into fully
paid trust units at a conversion price of $13.85 per trust unit. The Debentures mature
December 31, 2010, at which time they are due and payable. The net proceeds were used to
fund the acquisitions of Markedon and Monroe.

The Debentures have been classified as debt on the balance sheet, net of the fair value of
the conversion feature which has been classified as part of unitholders’ equity. The issue costs
have been recorded as a deferred asset and will be amortized over the term of the
Debentures, and the debt portion will accrete up to the principal balance at maturity. The
accretion of the debt portion, the amortization of issue costs and the interest payable are
expensed within interest and financing charges on the consolidated statements of earnings.
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Bank debt is comprised of the senior credit facility, net of any cash.The senior credit facil-
ity is a revolving term loan facility of $265 million and an operating facility of $15 million and
is repayable in June 2007 if not extended.

The Trust’s liquidity and capital requirements are fulfilled through cash flow and the exist-
ing credit facilities. At December 31, 2005, the Trust’s net debt, excluding debentures, was
$165.0 million composed of $144.2 million outstanding on its senior credit facility and a work-
ing capital deficiency of $20.8 million.This reflects a 1.07 times net debt (excluding debentures)
to cash flow ratio. Net debt was $258.9 million and, in addition to the bank loans and work-
ing capital, includes $93.9 million of Debentures. This represents a 1.68 times total net debt to
cash flow ratio. Esprit had $135.8 million of unused bank borrowing capability at the end of
2005, which provides Esprit the financial flexibility to pursue growth opportunities. The senior
credit facility is subject to an annual review by the lenders and it is anticipated that the loan
will be extended at that time. A significant decline in oil and natural gas prices or a significant
decline in the Trust’s oil and natural gas reserves could result in the loan facility being
decreased or not being renewed.Were the loan facility not renewed or significantly decreased,
the Trust’s ability to pay distributions or fund operations may be impacted.

Future debt levels are primarily dependent on the Trust's cash flow, distributions and cap-
ital program. Bank debt in 2006 is projected to decrease as the 2006 capital program and cash
distributions are expected to be less than cash flow. Also, the $16 million of cash proceeds
from Esprit's Ante Creek disposition in January 2006 were applied to reduce debt. The credit
facility, together with cash flow, is expected to be sufficient to meet Esprit’s near term capital
requirements and provides significant financial flexibility.

QUTSTANDING TRUST UNIT DATA
Units of the Trust trade on the Toronto Stock Exchange under the symbol EEE.UN. As at
February 14,2006, the Trust had 66,344,686 trust units and 460,207 exchangeable shares out-
standing. 543,481 units are issuable upon conversion of the exchangeable shares applying the
exchange ratio at January 16,2006. During 2005, a total of 1,581,877 exchangeable shares were
exchanged for trust units.

During the period January I, 2005 to December 31, 2005, the trust units traded in the
range of $10.95 to $15.66 with an average daily trading volume of approximately 242,667 units.

In July 2005, Esprit issued $100 million of extendible convertible unsecured subordinated
debentures.

The Debentures are convertible into trust units of Esprit at $13.85 per trust unit and are
redeemable by the Trust after December 31,2008.At February 14,2006, 6.9 million trust units
were issuable on the remaining outstanding Debentures.
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The Trust established a Performance Unit Incentive Plan concurrent with the reorganiza-
tion into a trust. Under the Performance Unit Incentive Plan, the trustees may grant up to five
percent of the number of Trust units outstanding from time to time to trustees, officers,
employees of, or providers of services to the Trust. Performance units vest over a period of
one to three years. The number of Trust units ultimately issued under the Performance Unit
Incentive Plan is dependant on the performance of the Trust relative to its peers. The Trust
granted 464,651 performance units (net of cancelled performance units) during the year which
also represents the total number of performance units outstanding at December 31,2005.The
Trust recorded compensation expenses of $2.6 million in 2005, based on the estimated fair
value of the performance units on the date of grant. The maximum number of trust units
issuable on conversion of the performance units is 979,302 units.

CASH DISTRIBUTIONS

Cash distributions to unitholders are at the discretion of the Board of Trustees and can fluc-
tuate depending on cash flow. The Trust believes that a current payout ratio of 50 to 60 per-
cent is appropriate based on the current commodity price environment and the Trust’s ongo-
ing capital needs and capital structure. The Trust’s capital program is financed from cash flow
and additional drawdowns on the bank facility if required. The key drivers of Esprit’s cash flow
are commodity prices and production. Since the Trust’s production is heavily weighted to nat-
ural gas (79 percent in 2005), natural gas prices have a significant effect on its cash flow. In the
event that oil and natural gas prices are higher than anticipated and a cash surplus develops in
a quarter, the surplus may be used to increase distributions, reduce debt, and/or increase the
capital program. In the event that oil and natural gas prices and/or production are lower than
expected, the Trust may decrease distributions, increase debt or decrease the capital program.
Esprit regularly reviews its distribution policy in the context of the current commodity price
environment and production levels.

Distributions remained constant throughout the first nine months of 2005 at $0.14 per
unit per month and had been at that level since the Trust’s inception in October 2004. On
September 28, 2005, Esprit announced its October distribution at $0.15 per unit, representing
a $0.01 per unit increase. Distributions have maintained at this level since that date. In 2005,
Esprit paid out 63.1 percent of its cash flow as distributions to its unitholders.

Esprit pays distributions monthly, to unitholders of record on the last business day of the
month. Distributions are paid on the 15" of the following month or the following business day
where the 15" falls on a weekend or statutory holiday.

It is expected that approximately 20 percent of the 2006 distributions will represent a tax
efficient return of capital to Canadian unitholders and will reduce the adjusted cost base of
the trust units held by unitholders. For unitholders resident in the United States, taxability of
distributions is calculated using U.S. tax rules. The taxable portion of the monthly distribution
is determined annually based on current and accumulated earnings in accordance with U.S. tax
law. In 2005, 65.28 percent of the distributions made in 2005 were dividends that were
“Qualifying Dividends”. The remaining 34.72 percent was a tax-deferred reduction to the cost
of the units for tax purposes.
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CONTRACTUAL OBLIGATIONS

The following table summarizes the Company’s contractual obligations at December 31, 2005:

($ thousands) 2006 2007 2008 2009 2010 Thereafter
Bank loan - 144,316 - - - -
Convertible debentures - — - - 95,850 -
Pipeline transportation 2,090 1,482 1,182 - - -
Operating leases 362 403 435 443 479 -
Software licenses 562 — - - - -

3,014 146,201 1,617 443 96,329 -

The bank loan may be extended at the mutual agreement of the Trust and its lenders. The
Trust intends to extend the terms of this agreement on an ongoing basis. Additional details
regarding the Company’s bank loan are described in the section of the. MD&A entitled
“Liquidity and Capital Resources”.

The Debentures are convertible at the option of the holder at any time into fully paid
trust units at a conversion price of $13.85 per unit. The Debentures mature on December 31,
2010. After December 31, 2008, the Trust may elect to redeem all or a portion of the out-
standing Debentures at a price of $1,050 per debenture or $!,025 per debenture after
December 31, 2009.

OFF BALANCE SHEET ARRANGEMENTS AND VARIABLE INTEREST ENTITIES
The Trust has no off-balance sheet financing arrangements. The Trust does not have any vari-
able interest entities.

RELATED PARTY TRANSACTIONS

The Trust has not been involved with any related party transactions.

ACCOUNTING POLICIES
CRITICAL ACCOUNTING POLICIES

The Trust’s significant accounting policies are summarized in Note 2 to the Trust’s audited con-
solidated financial statements for the years ended December 31, 2005 and 2004. Certain of
these policies are recognized as critical because in applying these policies, management is
required to make judgments, assumptions and estimates that have a significant impact on the
financial results of the Trust. The estimates used in applying these critical accounting policies
have been discussed with the Audit Committee of our Board of Trustees and are discussed
below.The assumptions and estimates are continually reviewed and evaluated by management.
Actual results could differ from these estimates.
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OIL AND GAS RESERVES

Reserves estimates and revisions to those reserves, although not reported as part of the
Trust’s financial statements, can have a significant impact on net earnings as a result of their
impact on depletion rates, asset retirement obligations, asset impairments and purchase price
allocations. In adherence with NI 51-101, [00 percent of the Trust’s proved plus probable oil
and gas reserves were evaluated and reported on by an independent qualified reserves evalu-
ator (GLl) Petroleum Consultants Ltd.) appointed by the Board of Directors. However, the
process of estimating oil and gas reserves is complex and is subject to uncertainties and inter-
pretations. Estimating reserves requires significant judgments based on available geological and
reservoir data, past production and operating performance and forecasted economic and
operating conditions. These estimates may change substantially as additional data from ongo-
ing development, testing and production becomes available, and due to unforeseen changes in
economic conditions which impact oil and gas prices and costs.

CEILING TEST

Esprit follows the Canadian Institute of Chartered Accountants (“CICA™) Accounting Guideline
16 “Oil and Gas Accounting — Full Cost”. In accordance with full cost accounting, a ceiling test is
performed, on a quarterly basis, to test for asset impairment. An impairment loss is recorded if
the sum of the undiscounted cash flows expected from the production of the proved reserves
and the lower of cost and market of unproved properties does not exceed the carrying values of
the oil and gas assets. An impairment loss is recognized to the extent that the carrying value
exceeds the sum of the discounted cash flow expected from the production of proved and prob-
able reserves and the lower of cost and market of unproved properties.

The cash flow used in testing for impairment is based on a number of estimates, the most
critical being remaining proved and probable reserves, future commodity prices and future
operating costs. The uncertainty in reserves is discussed above.We estimate our future com-
modity prices based on futures prices at the end of the period for the next five years, and after
five years, the estimated future prices used are determined by our independent reserves eval-
uator. Although these price estimates are from sources independent of the Trust, they are still
subject to significant volatility. Future operating cost estimates are based on current operating
costs per barrel plus an inflation factor. '

Performing this test at December 31,2005 using an annual average gas price of $8.42 per
mcf and an average oil price of $57.63 per bbl results in a ceiling test surplus.

UNPROVED PROPERTIES

Certain costs related to unproved properties are excluded from costs subject to depletion
until proven reserves have been determined or their value is impaired. These properties are
reviewed quarterly and any impairment is transferred to the costs being depleted.
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GOODWILL

On an acquisition, the residual amount arising when the purchase price exceeds the fair value
of the net identifiable assets and liabilities (including an estimate of future income taxes) is
recorded as goodwill. In accordance with the CICA handbook section 3062 (“Goodwill and
Other Intangibles™), goodwill is tested at least annually for impairment. Any impairment is
charged to net earnings during the period in which it occurs.

Impairment of goodwill is tested by comparing the book value of the Trust’s net assets to
the fair value of the Trust. If the fair value of the Trust is less than book value, the impairment
loss is measured by allocating the fair value of the Trust to the identifiable assets and liabilities
at their fair values. The excess of the Trust’s fair value over the identifiable net assets is the
implied fair value of goodwill. If the book value of goodwill exceeds this amount, the difference
is the impairment amount to be charged against net earnings during the period. Performing
this test at December 31,2005 resulted in an excess of fair value over the Trust’s book value.

ASSET RETIREMENT OBLIGATION

The Trust records a liability for the legal obligation associated with the retirement of long-lived
assets and a corresponding increase in the related asset in accordance with the method out-
lined in the CICA handbook section 3110 (“Asset Retirement Obligations™). The future liabil-
ity is comprised of estimates of future costs to abandon and restore well sites, facilities and
natural gas processing plants discounted to their present value. The estimation of these costs
is based on engineering estimates using current costs and technology and in accordance with
current legislation and industry practice. These estimates are reviewed annually. Changes are
accounted for prospectively and could impact net earnings. For further information on the
Trust’s asset retirement obligation, see note |0 to the Trust's financial statements for the year
ending December 31, 2005.

INCOME TAXES

While the Trust is a taxable entity under the Income Tax Act (Canada), the Trust is not liable
for income tax as it allocates all of its taxable income to its unitholders. Therefore, no provi-
sion for Canadian income tax expense has been made in the Trust.

Income taxes are calculated for the operating company using the liability method where-
by tax liabilities and assets are recognized for the estimated tax consequences attributable to
differences between amounts reported in the financial statements and their respective tax
base using substantively enacted income tax rates. The effect of a change in income tax rates
in future tax liabilities and assets are recognized in income in the period in which the change
occurs. The determination of income and other tax liabilities requires interpretation of com-
plex laws and regulations. All tax filings are subject to audit and assessment by taxing author-
ities after the lapse of considerable time.As a result, the actual income tax liability may differ
from that recorded.

PERFORMANCE UNITS

The Performance Unit Incentive Plan provides for a range of payouts, based on the Trust's per-
formance relative to the performance of certain peers. The Trust records an expense based on
expected payouts, which is calculated using an estimate of the Trust’s performance relative to its
peers.Actual payouts under the Performance Unit Incentive Plan may vary from the estimate.
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NEW ACCOUNTING PRONOUNCEMENTS

EXCHANGEABLE SECURITIES
In January 2005, the CICA issued an Emerging Issues Committee (“EIC”) pronouncement on
“Exchangeable Securities Issued by Subsidiaries of Income Trusts” (EIC 151). The abstract
addresses how exchangeable securities of a subsidiary should be presented on the consoli-
dated balance sheet of an income trust, how these securities should be measured, the account-
ing treatment of conversion of exchangeable securities and the treatment of exchangeable
securities in calculating earnings per share. The guidance is effective for financial statements
issued for periods ending on or after June 30, 2005. The Trust early adopted the classification
provisions of EIC 51 in the fourth quarter of 2004. Equity capital attributable to exchange-
able shares is presented as non-controlling interest above unitholders’ equity on the balance
sheet. The portion of earnings attributable to exchangeable securities of the Trust is present-
ed as “non-controlling interest” on the statement of earnings.

During the second quarter of 2005, in accordance with the transitional provisions of EIC
151, the Trust retroactively adopted step acquisition accounting for exchangeable share
redemptions. Step acquisition accounting requires that the exchangeable share redemptions be
recorded at fair value resulting in increases to unitholders’ capital, property plant and equip-
ment and future income taxes equal to the difference between the carrying value and the mar-
ket value of the shares. The retroactive application of step acquisition accounting had no sig-
nificant impact on current or prior period earnings and accordingly the entire earnings adjust-
ment was recorded in the current period. Cash flow was not impacted by the change.

OPERATIONAL AND OTHER BUSINESS RISKS
YOLATILITY OF OIL AND NATURAL GAS PRICES

The Trust’s results of operations and financial condition are dependant upon the prices
received for our oil and natural gas production. Oil and natural gas prices have fluctuated wide-
ly during recent years and are subject to fluctuations in response to relatively minor changes
in supply, demand, market uncertainty, and other factors beyond our control. These factors
include but are not limited to, geopolitical events, foreign supply of oil and natural gas, season-
al demand and weather patterns, the level of consumer product demand, government regula-
tions and taxes, the prices and availability of alternative fuels and the overall economic envi-
ronment. Any decline in oil and natural gas prices could have a material adverse effect on the
Trust’s operations, financial condition, proved and probable reserves and the level of distribu-
tions to unitholders. No assurance can be given that oil and natural gas prices will be at levels
which will generate profits for the Trust. In addition, the Trust regularly assesses the carrying
value of its assets. If oil and natural gas prices become depressed or decline, the carrying value
of its assets could be subject to downward revision. To mitigate these risks, Esprit has an active
hedging program conducted by an experienced marketing team based on established criteria
that has been approved by the Board of Directors.
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NEED TO REPLACE RESERVES

The Trust’s future oil and natural gas reserves and production, and therefore its cash flow and
distributions, are highly dependant upon its success in exploiting its current asset base and
acquiring additional reserves. Without reserve additions through acquisition or development
activities, its reserves and production will naturally decline over time as reserves are deplet-
ed.The market for acquisitions is highly competitive and will impact the Trust’s ability to grow.
In a strong competitive market, acquisitions are more expensive and the Trust’s access to cap-
ital (including access to public markets, private financings and bank financing) will have an
impact on the Trust’s ability to finance these acquisitions. There can be no assurance that the
Trust will be able to develop or acquire additional reserves to replace production at accept-
able costs.To mitigate this risk, the Trust diversifies its capital spending over a large number of
projects. Also, the Trust employs a highly skilled technical team of geologists, geophysicists, and
engineers who work in conjunction in evaluating, planning and executing the Trust’s capital pro-
gram.

OPERATING HAZARDS AND OTHER UNCERTAINTIES

Acquiring and developing oil and natural gas involves many risks, which even a combination of
experience, knowledge and careful evaluation may not be able to overcome. These risks
include, but are not limited to, encountering unexpected geologic formations or pressures, pre-
mature declines of reservoirs, blow-outs, equipment failures and other accidents, cratering,
sour gas releases, uncontrollable flows of oil, natural gas or well fluids, adverse weather con-
ditions, pollution, other environmental risks, fires and spills. Although the Trust maintains insur-
ance in accordance with customary industry practice, it is not fully insured against all of these
risks. Losses resulting from the occurrence of these risks could have a material adverse impact
on the Trust.

UNCERTAINTY OF RESERVE ESTIMATES

There are numerous uncertainties inherent in estimating quantities of reserves, including many fac-
tors beyond the Trust’s control. The reserve data incorporated herein represent estimates only. In
general, estimates of economically recoverable oil and natural gas reserves and the associated
future net revenue are based upon a number of variable factors and assumptions, such as histor-
ical prices and production from the properties, the assumed effects of regulation by governmen-
tal agencies and future operating costs, all of which may vary from actual results.The evaluation of
the Trust’s reserves is contracted to GLJ Petroleum Consultants Ltd. (“GLJ”); a reputable inde-
pendent reserves evaluation firm. The Board of Directors reviews the work of GLJ.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT




ENVIRONMENTAL RISKS

All phases of the oil and natural gas business present environmental risks and hazards and are
subject to environmental regulation pursuant to a variety of international conventions and
Canadian federal, provincial and municipal laws and regulations. Environmental legislation pro-
vides for, among other things, restrictions and prohibitions on spills, releases or emissions of
various substances produced in association with the Trust’s past and current operations. The
legislation also requires that wells and facility sites be operated, maintained, abandoned and
reclaimed to the satisfaction of applicable regulatory authorities. Compliance with such legis-
lation can require significant expenditures and a breach may result in the imposition of fines
and penalties, some of which may be material. In addition, certain types of operations require
the submission and approval of environmental impact assessments. Environmental legislation is
evolving in a manner expected to result in stricter standards and enforcement, large fines and
liability and potentially increased capital expenditures and operating costs.Although we believe
we are in compliance with all existing material environmental regulations, there can be no
assurance that future environmental costs will not have a material adverse impact on our finan-
cial condition or results of operations. Esprit has established environmental safety guidelines
and practices for its field employees which include proper training and reporting of incidents,
supervision and awareness. Additionally, Esprit has active community involvement in its field
locations which include meeting with stakeholders. Esprit also carries insurance to cover prop-
erty losses, liability and business interruption.

COMPETITION

The oil and natural gas industry is highly competitive, particularly as it pertains to the acquisi-
tion and development of new sources of oil and natural gas reserves (as described in the above
discussion of the need to replace reserves). The Trust actively competes for reserve acquisi-
tions, leases, licenses and concessions and skilled industry personnel with a substantial num-
ber of other oil and natural gas companies, many of which have significantly greater financial
resources than the Trust.

GOVERNMENTAL REGULATION

The oil and natural gas business is subject to regulation and intervention by governments in
such matters as the imposition of royalties, specific drilling obligations, environmental protec-
tion controls and control over the development and abandonment of fields (including restric-
tions on production). As well, governments may regulate or intervene with respect to prices,
taxes, royalties and the exploration for oil and natural gas. Such regulation may change from
time to time in response to economic or political conditions. The implementation of new reg-
ulations or the modification of existing regulations affecting the oil and natural gas industry
could reduce demand for oil and natural gas, increase costs and have a material adverse impact
on the Trust.
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BANK LOANS

The Trust relies on its bank credit facilities to fund a portion of its operations. The amount of
the Trust's available credit is determined by our bankers based upon the value of the Trust’s oil
and natural gas reserves. A significant decline in oil and natural gas prices or a significant reduc-
tion in the Trust’s oil and gas reserves could impact the Trust’s access to bank credit facilities
and its ability to fund operations and maintain distributions.

DISCLOSURE CONTROLS AND PROCEDURES

Disclosure Controls and Procedures are controls and procedures designed and implemented
by, or under the supervision of the issuer’s Chief Executive Officer (“CEO”} and Chief
Financial Officer (*CFO") to ensure that material information relating to the issuer is com-
municated to them by others in the organizations as it becomes known and is appropriately
disclosed as required under the continuous disclosure requirements of securities legislation.
In essence, these types of controls are related to the quality and timeliness of financial and
non-financial information in securities filings.  An evaluation of the effectiveness of the design
and operation of our disclosure controls and procedures was conducted as of December 31,
2005, by and under the supervision of Esprit’s management, including the CEO and CFO. Based
on this evaluation, the CEO and CFO have concluded that the Trust’s disclosure controls and
procedures, as defined in the Canadian Securities Administrators’ Multilateral Instrument
52-109, “Certification of Disclosure in Issuers’ Annual and Interim Filings”, are effective to
ensure that information required to be disclosed in reports that we file or submit under
Canadian securities legislation is recorded, processed, summarized and reported within the
time periods specified in those rules and forms.

OTHER INFORMATION ON THE TRUST

Other information concerning the Trust, including the Annual Information Form, can be locat-
ed at www.sedar.com under the profile Esprit Energy Trust.

READER’S ADVISORY: Certain comparative amounts have been reclassified to conform to
current period presentation.

In accordance with NI 51-101 all numbers stated in barrels of oil equivalent have been
converted on the basis of 6 mcf equals | boe, unless otherwise stated.
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Management has prepared the consolidated financial statements in accordance with account-
ing principles generally accepted in Canada. If alternative accounting methods exist, manage-
ment has chosen those it deems most appropriate in the circumstances. Financial statements
are not precise since they include certain amounts based on estimates and judgments.
Management has ensured that the consolidated financial statements are presented fairly in all
material respects. Management has also prepared the financial information presented else-
where in the annual report and ensured that it is consistent with information in the consoli-
dated financial statements.

Esprit Energy Trust maintains internal accounting and administrative controls designed to
provide reasonable assurance that the financial information is relevant, reliable and accurate
and that assets are appropriately accounted for and adequately safeguarded.

The Board of Trustees is responsible for reviewing and approving the consolidated finan-
cial statements and Management’s Discussion and Analysis and, primarily through its Audit
Committee, ensures that management fulfills its responsibilities for financial reporting.

The Audit Committee is appointed by the Board and is composed of Trustees who are
not employees of the Trust. The Audit Committee of Trustees meets regularly with manage-
ment and with the external auditors to discuss internal controls and reporting issues and to
satisfy itself that each party is properly discharging its responsibilities. lt reviews the consoli-
dated financial statements and the external auditors’ report. The Audit Committee also con-
siders, for review by the Board and approval by the unitholders, the engagement or reap-
pointment of external auditors.

KPMG LLP, the external auditors, have audited the consolidated financial statements in
accordance with the auditing standards generally accepted in Canada on behalf of the share-
holders. KPMG LLP have full and free access to the Audit Committee.

) St

Stephen |. Savidant Stephen B. Soules
President and Chief Executive Officer Executive Vice President and Chief Financial Officer
February 14, 2006 February 14,2006
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TO THE UNITHOLDERS OF ESPRIT ENERGY TRUST

We have audited the consolidated balance sheets of Esprit Energy Trust as at December 31,
2005 and 2004 and the consolidated statements of earnings and retained earnings (deficit)
and cash flows for the years then ended. These consolidated financial statements are the
responsibility of the Trust’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing stan-
dards. Those standards require that we plan and perform an audit to obtain reasonable assur-
ance whether the consolidated financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the consolidated financial statements. An audit alsc includes assessing the accounting princi-
ples used and significant estimates made by management, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all materia!
respects, the financial position of the Trust as at December 31, 2005 and 2004 and the results
of its operations and its cash flows for the years then ended in accordance with Canadian gen-
erally accepted accounting principles.

KrPrme «LpP

Chartered Accountants
Calgary, Canada
February 14, 2006
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CONSOLIDATED BALANCE SHEETS

O
O
%
(-
g
>
m
December 31, December 31, @
(Stated in thousands of dollars) 2005 2004 E
(restated Note 3) Z
ASSETS >>
Current assets Z
Accounts receivable $ 43,433 $ 22,973 m
Prepaid expenses 7,684 2,773 =
51,117 25,746 }
Property, plant and equipment, net (Note 7) 763,191 359,662 —
Goodwill (Note 4) 147,622 - W
Deferred financing charges, net 3,933 - g
$ 965,863 $ 385,408 =]
N
LIABILITIES =<
Current liabilities M
Accounts payable and accrued liabilities $ 61,954 $ 36,264 Z
Unitholder distributions payable 9,948 5,620 ‘%]
71,902 41884 O
Bank loans (Note 8) " 144239 86,875
Convertible debentures (Note 9) 93,866 -
Asset retirement obligations (Note (0) 24,059 11,006
Future income taxes (Note 14) 113,982 19,356
448,048 159,121
Non-controlling interest (Note 12) 6,280 15,731
UNITHOLDERS’ EQUITY
Unitholders’ capital (Note |1) 617,862 298,726
Equity component of convertible debentures (Note 9) 2,090 -
Contributed surplus 2,638 -
Accumulated cash distributions (Note 6} (114,125) (16,788)
Retained earnings (deficit) 3,070 (71,382)
Total unitholders’ equity 511,535 210,556
$ 965,863 $ 385,408

Commitments (Note 15)

See accompanying notes to consolidated financial statements.

AWWM%. Uk S/ /74

D. Michael G. Stewart W. Mark Schweitzer
Trustee Trustee
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CONSOLIDATED STATEMENTS OF EARNINGS AND
RETAINED EARNINGS (DEFICIT)

For the Year Ended December 31,

(Stated in thousands of dollars, except per unit amounts) 2005 2004
Revenue:
Cil-and gas 287,834 184,649
Royalties (67,645) (44,549)
220,189 140,100
Expenses
Operating 47,149 35,092
Depletion, depreciation and amortization 74,784 44,877
General and administrative 8,052 5014
Inteest and financing 8,340 3,233
Accretion of asset retirement obligation (Note 10) 1,198 902
Unit-based compensation (Note [ Ib) 2,638 1,835
Plan of Arrangement and other 849 8497
‘ 143,010 99,450
Earnings before income taxes and non-controlling interest 77,179 40,650
Income taxes (Note 14)
Current 1121 m
Future (822) 11,085
: 299 11,857
Earnings before non-controlling interest 76,880 28,793
Non-confrolling interest (Note 12) 2,428 694
Net earnings for the year 74,452 28,099
Deficit, béginning of year (71,382) (99.481)
Retained earnings (deficit), end of year 3,070 (71,382)
Net earniﬁgs per unit
Basic 131 0.70
Diluted 1.28 0.68

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Year Ended December 31,

SINFIWILVLS AIVIODONVNI4 ILVAITOSNOD

(Stated in thousands of dollars, except for per unit amounts) 2005 2004
OPERATIONS
Net earnings for the year $ 74,452 $ 28,099
Items not involving cash
Depletion, depreciation and amortization 74,784 44,877
Unit-based compensation 2,638 1,624
Accretion of asset retirement obligation 1,198 902
Accretion of convertible debentures 172 ~
Amortization of deferred financing charges 522 -
Future income taxes (822) 11,085
Non-controlling interest 2,428 694
Asset retirement expenditures (1,118) (504)
154,254 86,777
Changes in non-cash working capital from operations (3,076) 8,762
151,178 95,539
FINANCING
Distributions (97,336) (16,788)
Change in unitholder distributions payable 4,328 5,620
Increase in bank loans 32,277 16,556
Issuance of convertible debentures, net of issue costs 95,545 -
Plan of arrangement costs and other (341) (10,507)
Issuance of shares on exercise of stock options. - 19,115
Payment of $0.22 per share on Plan of Arrangement ~ (36,091)
Debt assumed by ProspEx ~ 10,655
34,473 (11,440)
INVESTMENTS
Exploration and development expenditures (79.383) (122,419)
Property dispositions 278 37,644
Office equipment (623) (153)
Corporate acquisitions (Note 4) (107,205) -
Other 24 207
(186,909) (84,721)
Changes in non-cash working capital 1,258 622
(185,651) (84,099)

Change in cash - -
Cash, beginning of year - -
Cash, end of year $ - $ -

Supplementary cash flow information
Cash taxes paid $ 902 $ 1,035
Interest paid $ 7.756 $ 3,149

See accompanying notes to censolidated financial statements.
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. BASIS OF PRESENTATION

Esprit Energy Trust (the “Trust”) was established on October |, 2004 pursuant to a Plan of
Arrangement (the “Arrangement”) involving the Trust, Esprit Exploration Ltd. (the “Company”)
and ProspEx Resources Ltd. (“ProspEx”). Under the Arrangement, the Company transferred
certain producing and exploratory oil and gas assets to ProspEx and each Esprit Exploration
Ltd. shareholder received 0.25 of either a Class A Trust Unit, Class B Trust Unit or an
exchangeable share of the Company, depending on residency and elections; 0.20 of a ProspEx
common share; and a payment of $0.22 per share.

Pursuant to the terms of an agreement (the “NPI Agreement”), the Trust is entitled to a
payment from the Company each month equal to the amount by which 99 percent of the gross
proceeds from the sale of production exceed 99 percent of certain deductible expenditures
(as defined). Under the terms of the NPl Agreement, deductible expenditures may include
amounts, determined on a discretionary basis, to fund capital expenditures, to repay third party
debt and to provide for working capital required to carry out the operations of the Company.
The Trustee may declare payabie to the Trust Unitholders all or any part of the net income of
the Trust earned from interest income on the notes and from the income generated under the
NP1 Agreement, and from any dividends paid on the common shares of the Company, less any
expenses of the Trust (including interest on the convertible debentures).

The consolidated financial statements, prior to the Arrangement, include the Company
and its subsidiaries. Upon completion of the Arrangement, the consolidated financial state-
ments have been prepared on a continuity of interests basis with the Trust as the successor to
the Company.

The 2005 consolidated financial statements reflect the results of the Trust and its sub-
sidiaries. The comparative figures for 2004 reflect the resuits of operations and cash flows of
the Company and its subsidiaries for the period from January |,2004 to September 30, 2004
and the results of operations of the Trust and its subsidiaries for the period from October I,
2004 to December 31, 2004. Due to the conversion into a trust, certain information included
in the consolidated financial statements for prior periods may not be comparable. The term
“units” has been used to identify trust units issued on or after October [,2004 as well as the
common shares outstanding prior to the conversion on October |, 2004.

2. SIGNIFICANT ACCOUNTING POLICIES

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses dur-
ing the reported period. Actual results may differ from these estimates.

{A) CONSOLIDATION The consolidated financial statements include the accounts of the
Trust and its subsidiaries.A substantial portion of the oil and gas activities are conducted joint-
ly with others and the consolidated financial statements reflect only the Trust’s proportionate
interest in such activities.
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(B) CAPITAL ASSETS The Trust follows the full cost method of accounting for exploration
and development expenditures whereby all costs relating to the acquisition of, exploration for
and development of oil and gas reserves are capitalized. Such costs include lease acquisition,
geological and geophysical, lease rentals on undeveloped properties, drilling both productive
and non-productive wells, production equipment and overhead charges directly related to
acquisition, exploration and development activities. Proceeds received from disposals of prop-
erties and equipment are credited against capitalized costs unless the disposal would alter the
rate of depletion and depreciation by more than 20 percent, in which case a gain or loss on
disposal is recorded.

All costs of acquisition, exploration and development of oil and gas reserves, associated
tangible plant and equipment costs, and estimated costs of future development of proved
undeveloped reserves are depleted and depreciated by the unit of production method based
on estimated proved reserves before royalties as determined by independent engineers. Oil
and gas reserves are converted to equivalent units using their relative energy content. Costs
of unproved properties are excluded from costs subject to depletion until it is determined
whether or not proved reserves are attributable to the properties or impairment has
occurred.

Oil and gas assets are evaluated in each reporting period to determine that the costs are
recoverable and do not exceed the fair value of the properties. The costs are assessed to be
recoverable if the sum of the undiscounted cash flow expected from the production of proved
reserves and the lower of cost and market of unproved properties exceed the carrying value
of the oil and gas assets. If the carrying value of the oil and gas assets is not assessed to be
recoverable, an impairment loss is recognized to the extent that the carrying value exceeds
the sum of the discounted cash flows expected from the production of proved and probable
reserves and the lower of cost and market of unproved properties. The cash flow is estimat-
ed using future product prices and costs and is discounted using the risk-free rate.

Amortization of capital assets not related to oil and gas assets is calculated using the
declining balance method at rates ranging from 20 to 50 percent per annum. Leasehold
improvements are amortized using the straight-line method over the terms of the respective
leases.

(C) GOODWYILL The Trust records goodwill relating to a corporate acquisition when the
total purchase price exceeds the fair value for accounting purposes of the net identifiable
assets and liabilities of the acquired company. The goodwill balance is assessed for impairment
annually at year-end or as events occur that could result in an impairment. Impairment is rec-
ognized based on the fair value of the Trust compared to the book value of the Trust. If the fair
value is less than the book value, impairment is measured by allocating the fair value of the
consolidated Trust to the identifiable assets and liabilities as if the Trust had been acquired in
a business combination for a purchase price equal to its fair value. The excess of the fair value
of the consolidated Trust over the amounts assigned to the identifiable assets and liabilities is
the fair value of the goodwill. Any excess of the book value of the goodwill over this implied
fair value of goodwill is the impairment amount. Impairment is charged to earnings in the peri-
od in which it occurs. Goodwill is stated at cost less impairment and is not amortized.
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(D) REVENUE RECOGNITION Revenue associated with sale of crude oil, natural gas and
natural gas liquids is recognized when title passes to the purchaser, normally at the pipeline
delivery point for natural gas and at the wellhead for crude oil.

(E) ASSET RETIREMENT OBLIGATION The Company records the fair value of legal obli-
gations associated with the retirement of long-lived tangible assets, such as producing well sites
and natural gas processing plants, in the period in which they are incurred and a correspon-
ding increase in the carrying amount of the related long-lived asset. The liability accretes until
the Company expects to settle the retirement obligation. The asset retirement costs are
depleted using the unit of production method.Actual costs to retire tangible assets are deduct-
ed from the liability as incurred.

(F) INCOME TAXES The Trust is a taxable entity under the Income Tax Act (Canada) (the
“Act”) and is taxable only on taxable income that is not distributed or distributable to the
unitholders. As the Trust distributes all of its taxable income to the unitholders, it is not liable
for income tax and therefore no provision for income taxes has been made in the Trust.

The Company follows the liability method of accounting for future income taxes. Under
this method, future income tax assets and liabilities are determined based on differences
between the amounts reported in the financial statements and the tax basis of the assets and
liabilities, and are measured using the currently enacted, or substantively enacted, tax rates and
laws expected to apply when these differences reverse. A valuation allowance is recorded
against any future income tax asset if it is more likely than not that the asset will not be
realized.

(G) UNIT-BASED COMPENSATION Stock options granted on or after January |, 2003
were accounted for based on the fair value method.The fair value was measured at the grant
date and| charged to earnings over the vesting period. Consideration paid on exercise of
options is credited to share capital. As part of the Arrangement, all stock options were exer-

cised or cancelled in 2004 resulting in a charge to earnings in 2004 for all amounts not previ-

ously explensed.

The Trust’s Performance Unit Incentive Plan is described in Note || (b). Units granted
under the plan are accounted for using the fair value method. The fair value is measured at the
grant date and charged to earnings over the vesting period with a corresponding increase in

contributed surplus.

(H) FOREIGN CURRENCY Monetary assets and liabilities denominated in foreign curren-
cies are translated into Canadian dollars at the exchange rates in effect at the balance sheet
date. Revenue and expenses are translated at the monthly average exchange rate. Translation
gains or losses are included in earnings in the year incurred.

(I) FINANCIAL INSTRUMENTS The Company uses certain derivative financial instru-
ments to manage its commodity price, foreign currency and interest rate exposures. These
financial instruments are entered into solely for hedging purposes and are not used for trad-
ing or other speculative purposes.These instruments are not recognized in the financial state-
ments on inception. Gains or losses arising from financial instruments on commaodity prices
and foreign currency are recognized as adjustments to the related revenue accounts when the
gain or loss is realized.
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3. CHANGES IN ACCOUNTING POLICIES

(A) EXCHANGEABLE SECURITIES — NON-CONTROLLING INTEREST In 2004, the
Trust adopted the classification provisions of EIC |51 “Exchangeable Securities Issued by
Subsidiaries of Income Trusts”. The exchangeable shares of the Company are presented as a
non-controlling interest on the consolidated balance sheet as they fail to meet the non-trans-
ferability criteria necessary in order for classification as equity. Holders of exchangeable shares
do not receive distributable cash from the Trust. Rather, on each distribution payment date, the
number of trust units into which one exchangeable share is exchangeable is increased on a
cumulative basis in respect of the distribution.A non-controlling interest charge has been made
to net earnings equivalent to the non-controlling interests’ proportionate share of the Trust’s
consolidated net earnings with a corresponding increase to the non-controlling interest on the
balance sheet.

In accordance with the transitional provisions of the revised abstract, at June 30, 2005, the
Trust retroactively adopted step acquisition accounting for exchangeable share redemptions.
Each redemption of exchangeable shares is treated as a step acquisition requiring the
exchangeable shares to be transferred to equity at the market value of the units then issued.
At June 30, 2005 the retroactive application for all exchangeable shares which had been con-
verted to date resulted in an increase in property plant and equipment of $2.8 million ($1.9
million at December 31,2004), an increase in unitholders’ capital of $1.9 million ($1.2 million
at December 31, 2004) and an increase in future income taxes of $0.9 million (2004 — $0.6
million). The retroactive application of step acquisition accounting for the redemptions had no
significant impact on current or prior period earnings and accordingly, the adjustment as a
result of the changes has been recorded in the current period. Cash flow was not impacted by
the change.

(B) HEDGING RELATIONSHIPS In 2004, the Trust prospectively adopted Accounting
Guideline No. 13 as issued by the Canadian Institute of Chartered Accountants. This guideline
addresses the conditions necessary for a transaction to qualify for hedge accounting, the for-
mal documentation required to enable the use of hedge accounting and the requirements to
assess the effectiveness of hedging relationships. Also during 2004, an amended pronounce-
ment of the Emerging Issues Committee of the Canadian Institute of Chartered Accountants
became effective, requiring financial instruments that are not designated as hedges to be
recorded at fair value on the balance sheet, with changes in fair value recognized in earnings.
To date, the only derivative financial instruments used by the Trust are commodity price con-
tracts which are designated as hedges by the Trust. The adoption of this guideline did not have
a material impact on the Trust’s financial position or results of operations.
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4. ACQUISITIONS

On April 29, 2005, the Trust acquired all of the issued and outstanding shares of Resolute
Energy Inc. (“Resolute”) on the basis of 0.338 units of the Trust for each Resolute share result-
ing in the issuance of 24.1 million trust units. Total consideration, including the value of the
units issued, transaction costs and distributions to fornje}* Resolute shareholders, was $308.3
million. The Resolute acquisition was accounted for using the purchase method of accounting
with the results of operations being included from the date of the acquisition.

On-August 9, 2005, the Trust acquired all of the issued and outstanding shares of two pri-
vate oil and gas companies (Markedon Energy Ltd. (“Markedon”) and Monroe Energy Inc.
(“Monroe”)) for consideration of $100.2 million. The acquisitions were accounted for using the
purchase method of accounting with the results of operations being included from the date of
the acquisitions.

The table below summarizes the allocation of the purchase prices to the net assets of the

acquisitions:

($ thousands) Resolute  Markedon Monroe Total
Fair value of trust units issued 301,332 - - 304,332
April distribution on trust units

issued to former Resolute shareholders 3,371 - - 3.371
Cash - 70,243 28,210 98,453
Transaction costs 3,629 1,340 412 5,381
Total cost of acquisitions 308,332 71,583 28,622 408,537

Allocated as follows:
Net working capital,

including $13.3 million of cash 10,878 (1,845) (254) 8,779
Debt assumed (36,000) - - (36,000)
Asset retirement obligation (11,339) (853) (48) (12,240)
Future income taxes (65,112) (20,597) (8,701) (94.410)
Goodwill 118,019 20,293 9,310 147,622
Property, plant and equipment 291,886 74,585 28,315 394,786
Total cost of acquisitions 308,332 71,583 28,622 408,537

The above amounts are estimates made by management based on currently available
information. Amendments may be made to the purchase allocations as the cost estimates and
tax balances are finalized.
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5. TRANSFER OF NET ASSETS TO PROSPEX

Pursuant to the Arrangement, certain undeveloped land, seismic, producing oil and gas assets
and liabilities were transferred to ProspEx on October |, 2004. At the time of the transfer,
ProspEx and the Trust were related parties. The assets and liabilities were transferred at the
following net book values:

($ thousands)

Property, plant and equipment ' 38,843
Future tax asset 8,353
Long-term debt (10,655)
Asset retirement obligation - (3492)
Net assets transferred . 33,049

In addition to the net assets transferred, $70 million of tax pools were transferred to
ProspEx.

As part of the Arrangement, the Company incurred $8.5 million in payments to employ-
ees and officers, including termination, retention and transaction bonus payments. These costs
have been reflected as a Plan of Arrangement expense in the statement of earnings. All other
direct costs of the restructuring in the amount of $10.6 million were charged to unitholders’
capital.

In conjunction with the Arrangement, the Trust and ProspEx entered into an administrative
and technical services agreement pursuant to which the Trust provided certain administrative and
technical services to ProspEx until March 31, 2005.

6. RECONCILIATION OF DISTRIBUTIONS

($ thousands except per unit amounts) 2005 2004
Cash distributions during the pericd 97,337 16,788
Accumulated cash distributions, beginning of period 16,788 -
Accumulated cash distributions, end of period 114,125 16,788
Cash distributions per unit! 1.71 0.42
Accumulated cash distributions per unit, beginning of period 0.42 -
Accumulated cash distributions per unit, end of period 2.13 0.42

) Represents the sum of the distributions declared on each trust unit during the year.

7. PROPERTY, PLANT AND EQUIPMENT

($ thousands) 2005 2004
Qil and gas properties ‘ . 1,123,215 646,224
Other capital assets . 5,581 4,959

. 1,129,496 651,183
Less accumulated depletion, depreciation and amortization (366,305) (291,521)
Total capital assets, net 763,191 359,662
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At December 31,2005, oil and gas assets included $23.0 million (2004 — $7.0 million) relating
to unproved properties which have been excluded from the depletion calculation. Future
development costs related to proved undeveloped reserves of $81.3 million (2004 — $59.9 mil-
lion) are included in the depletion calculation.

In 2005, the Trust capitalized $3.4 million (2004 — $3.7 million) of overhead directly
related to acquisition, exploration and development activities.

In 2004, the Company sold to an unrelated third party certain coalbed methane and
shallow gas properties for cash consideration of $37.7 million.

At December 31, 2005, the Trust applied a ceiling test to its oil and gas assets using
expected future market prices of:

2006 2007 2008 2009 2010 Thereafter
Natural gas ($ per thousand cubic feet)" {0.14 9.96 9.95 8.39 7.86  +2.0%lyr
Natural gas liquids ($ per barrel)" 60.10 60.57 58.56 56.33 55.11  +2.0%/yr
Crude oil ($ per barrel)® 66.55 67.07 64.84 62.37 61.02  +2.0%/yr

(1)Weighted average plantgate price
@ Weighted average wellhead price

A ceiling test surplus existed at December 31,2005 and 2004.

8. BANK LOANS

The Trust executed an amended and restated credit agreement August 2005, which increased the
Trust’s credit facility by $30 million to $280 million (2004 — $150 million). The credit agreement
provides for an extendible revolving term and is secured by a $500 million (2004 — $250 million)
demand debenture and a first floating charge on all petroleum and natural gas assets of the Trust.
The interest rate paid on the utilized portion of the facility for the year ended December 31,2005
was approximately 3.5 percent (2004 — 3.4 percent).The facility is fully revolving until May 31,2006
and may be extended at the mutual agreement of the Trust and its lenders for an additional year.
If the credit facility is not extended, a balloon payment is required on June |,2007.

The Trust has no debt denominated in a foreign currency.

9. CONVERTIBLE DEBENTURES

On July 28, 2005, the Trust issued $100 million principal amount of 6.5 percent convertible
extendible unsecured subordinated debentures for net proceeds of $96 million. The
Debentures bear interest from the date of issue, which is paid semi-annually in arrears on June
30 and December 31 of each year.The Debentures are convertible at the option of the hold-
er at any time into fully paid trust units at a conversion price of $13.85 per unit. The
Debentures mature on December 31, 2010. After December 31, 2008, the Trust may elect to
redeem all or a portion of the outstanding debentures at a price of $1,050 per debenture or
$1,025 per debenture after December 31, 2009. At December 31, 2005, the principal amount
outstanding on the Debentures is $95.9 million.
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The Debentures have been classified as debt, net of the fair value of the conversion feature
at the date of issue, which has been classified as part of unitholders’ equity. The fair value of the
conversion feature was calculated using an option pricing model. The debt portion will accrete up
to the principal balance over the term of the Debentures. Issue costs have been classified as
deferred financing charges and are being amortized over the term of the Debentures. The accre-
tion of the debt portion, amortization of issue costs and the interest paid are expensed within
“Interest and financing” in the consolidated statement of earnings. If Debentures are converted
into units, that portion of the value of the conversion feature within unitholders’ equity will be
reclassified to trust units along with the principal amount converted.

The following table sets forth a reconciliation of the Debenture activity:

Debt Equity
(§ thousands) Portion Portion Toral
July 28, 2005 Issuance 97.820 2,180 100,000
Accretion 1714 - 171
Conversion to trust units (4,125) (%0) (4,215)
Balance, December 31, 2005 93,866 2,090 95,956

10. ASSET RETIREMENT OBLIGATION

The Trust has recorded the fair value of legal obligations associated with the retirement of all
of its long-lived tangible assets, including its producing well sites and natural gas processing
plants. The estimation of these costs is based on engineering estimates using current costs and
technology and in accordance with current legislation and industry practice.

($ thousands) ) 2005 2004
Balance, beginning of year 11,006 13,489
Transfer to ProspEx - (3,492)
Increase in liability from acquisitions 12,240 -
Liabilities incurred 875 611
Liabilities settled (1,118) (504)
Accretion expense 1,198 902
Revisions in estimated cash flows (142) -
Balance, end of year 24,059 11,006

The Trust used a credit adjusted, risk-free annual discount of seven percent and an
inflation rate of two percent per annum to calculate the present value of the obligations.
Undiscounted expenditures of $86.8 million are expected to be made over the next 45 years.
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11, UNITHOLDERS CAPITAL AND EXCHANGEABLE SHARES

Effective June 30,2005, the Trust eliminated its dual trust unit structure. All trust units have the
same rights to vote, receive distributions and participate in the assets of the Trust upon any
wind-up or dissolution. There are no residency restrictions on the trust units. Prior to this, the
capital structure of the Trust consisted of Class A trust units and Class B trust units. The Class

3ILVAITOSNOD Ol S3ILON

Z A and Class B trust units had the same rights to vote, receive distributions and participate in
; the assets of the Trust upon any wind-up or dissolution. Class A trust units had no residency
n restrictions whereas the Class B trust units could only be held by Canadian residents.
>
- (A} ISSUED AND OUTSTANDING A summary of unitholders’ capital for the years ended
: December 31, 2005 and 2004 is as follows:
> Number Amount
— (thousands) ($ thousands)
; Balance at December 31,2004 40,183 298,726
m Plan of Arrangement and trust unit issuance costs - (338)
5 Fair value of trust units issued on acquisition of Resolute 24,078 301,332
© Units issued on conversion of exchangeable shares 1,797 12,521
Step purchase on exchangeable shares - 1,406
Units issued on conversion of 6.5% convertible debentures 300 4215
Total trust units as at December 31, 2005 66,358 617,862
(B) TRUST PERFORMANCE UNIT INCENTIVE PLAN AND STOCK OPTIONS In
accordance with the Arrangement, all outstanding stock options of the Company vested upon
the completion of the Arrangement. $1.0 million, being the unexpensed portion of the fair
value of the outstanding options, was expensed in the third quarter of 2004. In accordance
with the Arrangement, the options outstanding at September 30, 2004 were converted into
options to acquire Class B trust units and options to acquire common shares of ProspEx. All
options were exercised within 30 days of the closing of the Arrangement. The continuity of the
option plan is as follows:
2005 2004
Performance WWeighted Average
Units Options Exercise Price
(thousands) (thousands) ($/unit)
Outstanding at beginning of year - 11,079 2.63
Granted 527 40 28I
Exercised - (9.510) 235
Cancelled (62) (1,609) 4.15
Outstanding at end of year 465 - -
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The Trust has implemented a Performance Unit Incentive Plan (the “Plan”). Under the
Plan, the Trustees may grant up to 5 percent of the number of units outstanding (including trust
units issuable upon the exchange of exchangeable shares) from time to time to Trustees, offi-
cers, employees of, or providers of services to the Trust. Performance units will vest over a
period of one to three years and result in the issuance of trust units (the actual number of
units is determined by a performance factor). The performance factor is established based on
the Trust’s performance relative to its peers.

As at December 31, 2005, 464,651 (2004 — Nil) performance units were issued and out-
standing. The fair value of performance units is estimated at the time they are granted and
expensed over the vesting period. During the fourth quarter of 2005, the performance factor

assumption on performance units vesting on January |, 2006 was reduced from 1.0 to 0.25.

For 2005, unit-based compensation expense of $2.7 million (2004 — $1.8 million) was record-
ed in the statement of earnings with a corresponding increase to contributed surplus.The con-
tributed surplus balance is transferred to unitholders’ equity when the units are ultimately
issued.

(C) PER UNIT AMOUNTS Basic per unit amounts are calculated using the weighted aver-
age number of units outstanding during the period. Diluted per unit amounts inciude the dilu-
tive effect of convertible debentures and exchangeable shares using the “if-converted” method.
The dilutive effect of performance units is including using the fair value method and the dilu-
tive effect of stock options is included using the treasury stock method. An adjustment to the
numerator of earnings per share amount was required in the diluted calculation to provide for
the earnings ($2.4 million) attributable to the non-controlling interest and the interest on the
convertible debentures ($2.7 million). The following table summarizes the trust units used in
calculating net earnings per unit. :

Basic per unit amounts are calculated using the weighted average number of units out-
standing during the period. Diluted per share amounts are calculated based on the treasury
stock method, which assumes that any proceeds obtained on the exercise of stock options
would be used to purchase trust units at the average price during the period. The weighted
average number of units outstanding is then adjusted by this amount.The following table sum-
marizes the trust units used in calculating net income per unit.

(thousands) 2005 2004
Weighted average number of units outstanding — basic 56,869 40,023
Effect of performance units 310 469
Trust units issuable on conversion of exchangeable shares 1,772 558
Trust units issuable on conversion of debentures 3016 -
Weighted average number of units outstanding — diluted 61,967 41,050
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12. NON-CONTROLLING INTEREST
Upon Esprit’s conversion to a Trust on October |, 2004, Canadian residents were issued
exchangeable shares of a subsidiary, rather than trust units, if they so elected. Exchangeable
shares of the subsidiary are exchangeable at any time, based on the exchange ratio, into trust
units at the option of the holder. The exchange ratio is increased monthly based on the cash dis-
tributions paid and the volume-weighted average market trading price over the five days end-
ing on the distribution record date. Cash distributions are not paid on exchangeable shares.
Exchangeable shares are classified as non-controlling interest on the balance sheet and their
portion of net earnings is reflected as non-controlling interest on the statement of earnings.
On October |, 2007, the Trust will issue trust units in exchange for all remaining out-
standing exchangeable shares based on the then applicable exchange ratio. The following table
summarizes the exchangeable shares exchanged for trust units during the year ended
December 31, 2005:

Number of Shares Amount
Exchangeable shares (thousands) ($ thousands)
Issued on October |, 2004 2,443 18,066
Exchanged for trust units (395) (3,029
Non-controlling interest in net earnings - 694
Balance, December 31, 2004 2,048 15,731
Exchanged for trust units (1,581) (11,879)
Non-controlling interest in net income - 2,428
Balance, December 31, 2005 467 6,280
Exchange ratio, December 31, 2005 1.16760
Trust units issuable upon conversion 545

The exchangeable shares of the subsidiary are accounted for in accordance with EIC 151
“Exchangeable Securities Issued by Subsidiaries of Income Trusts”. The exchangeable shares are
presented as a non-controlling interest because they fail to meet the non-transferability crite-
ria necessary in order for them to be classified as equity. Holders of exchangeable shares do
not receive distributable cash from the Trust. Rather, on each distribution payment date, the
number of trust units into which each exchangeable share is exchangeable is increased on a
cumulative basis in respect of the distribution.A non-controlling interest charge has been made
to net earnings equivalent to the exchangeable shareholders’ proportionate share of the
Trust’s consolidated net income with a corresponding increase to the non-controlling interest
on the balance sheet.
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[3. FINANCIAL INSTRUMENTS

The Trust enters into commodity price derivative contracts to reduce the impact of volatile

commodity prices. The following contracts were in place December 31, 2005:

Notional

Volumes Physical/ Price
Natural Gas Contracts (GJ/d) Financial Term (3/G))
AECO Fixed Price 20,000 Financial Nov. 1,2005 — Mar. 31, 2006 9.76
AECO Fixed Price 2,500 Physical Nov. 1, 2005 — Mar. 31, 2005 9.00
AECO Collar 2,500 Financial Nov. |, 2005 — Mar. 31, 2006 7.00~9.00
AECO Collar 2,500 Financial Nov. I, 2005 — Mar. 31,2006 7.00-9.50
AECO Collar 2,500 Financial Nov. 1,2005 — Mar. 31, 2006 7.50-10.00
AECO Collar 2,500 Financial Nov. |,2005 ~ Mar. 31,2006 7.50-10.50
AECO Collar 2,500 Financial Nov. |, 2005 — Mar. 31,2006 7.50-11.00
AECO Collar 2,500 Financial Nov. {, 2005 — Mar. 31, 2006 7.50-12.45
AECO Collar 2,500 Financial Nov. |, 2005 — Mar. 31, 2006 8.00-14.00
AECO Collar 2,500 Financial Nov. 1,2005 - Mar. 31,2006 8.00-15.20
AECO Collar 2,500 Financial Nov. I, 2005 — Mar. 31, 2006 9.00-16.70
AECO Fixed Price 17,500 Physical Jan. 1,2006 — Jan. 31,2006 12.3075
AECO Fixed Price 7.500 Physical Feb. |, 2006 — Feb. 28, 2006 i5.18
AECO Collar 2,500 Financial Apr. 1, 2006 ~ Oct. 31, 2006 7.50-10.10
AECO Collar 2,500 Financial Apr. 1,2006 — Oct. 31,2006 8.00-10.25
AECO Fixed Price 12,500 Financial Apr. 1,2006 — Oct. 31,2006 8.87
AECO Fixed Price 2,500 Physical Apr. 1,2006 — Oct. 31,2006 9.05
AECO Collar 2,500 Financial Apr. 1,2006 — Oct. 31, 2006 9.50-13.00

Notional

VYoiumes Price
Crude Contracts (Bbl/d) Type Term (Cdn. $/bbl)
WTI Nymex Fixed Price 650 Financial Nov. 1,2005 - Oct. 31,2008 71.50

As at December 31, 2005, the Trust would have realized a loss of approximately $6.0

million (2004 — gain of $4.3 million) were all commodity hedging contracts closed out.
The carrying value of accounts receivable, deposits and accounts payable and accrued lia-

bilities and distributions payable approximate their fair value due to their demand nature or
relatively short periods to maturity. The fair value of the bank loan approximates its carrying
value as it bears interest at a floating rate. The fair value of the convertible debentures is

approximately $105.3 million.
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A substantial portion of the Trust's accounts receivable are with customers and joint ven-
ture partners in the oil and gas industry and are subject to normal industry credit risks. The
Trust has no significant concentration of credit risk. Purchasers of oil, gas and natural gas lig-
uids are subject to an internal credit review to minimize the risk of non-payment. Commodity
price derivative contracts are with counterparties that have investment grade credit ratings
thereby mitigating credit risk.

The Trust is exposed to foreign currency fluctuations as oil prices received are referenced
to US dollar denominated prices and natural gas and natural gas liquids prices are influenced
by US dollar denominated markets.

The Trust is exposed to a floating rate of interest on all of its bank loans.

The Trust has no instruments in place at December 31,2005 (2004 ~ Nil) to manage the
foreign currency and interest rate exposures.

4. FUTURE INCOME TAXES _
The provision for future income taxes differs from the amount computed by applying the com-
bined statutory Canadian Federal and Provincial tax rates to earnings before taxes. The reasons
for these differences are as follows:

($ thousands except where noted) 2005 2004
Earnings before income taxes and non-controlling interest 77,179 40,650
Rate 37.62% 38.62%
Computed expected provision for future income taxes 29,035 15,699
Increase (decrease) in taxes resulting from:
Non-deductible Crown payments, net of ARTC 11,384 8,824
Resource allowance (14.122) (8,429)
Net income of the Trust and other (28,019) (5,902)
Non-deductible unit-based compensation 993 627
Effect of change in tax rate 93) 251
Valuation allowance - 15
(822) 11,085
Capital taxes 1,121 772
Income tax expense 299 11,857

The components of the future income tax asset at December 3 [, 2005 and 2004 are as follows:

($ thousands) 2005 2004
Tax assets:
Loss carryforwards and other 7.581 55,381
Asset retirement obligation 8,089 3,700
Share issue costs 231 333
15,901 59,414
Tax liabilities:
Capital assets 126,338 75,225
(110,437) (15,811)
Valuation allowance (3.545) (3,.545)
Future tax (liability) asset (113,982) (19,356)

The Trust meets criteria qualifying it for income tax treatment permitting a tax deduction for
distributions paid to the unit holders in addition to other deductions available in the Trust. At
December 31, 2005, the book amounts of the Trust's assets and liabilities exceed the tax basis
by $3.2 million.
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5. COMMITMENTS

The Company has committed to certain payments over the next five years as follows:

($ thousands) 2006 2007 2008 2009 2010
Bank loan®"! - 144,316 - - -
Convertible debentures® - - - - 95,850®
Pipeline
transportation 2,090 1,482 1,182 - -
Operating leases 362 403 435 443 479
Software licenses 562 - - - -
3,014 146,201 1,617 443 96,329

(1) The credit facility may be extended at the mutual agreement of the Trust and its lenders in May 2006. The Trust intends to extend the terms
of this agreement on an ongoing basis. If the facility is not extended, a balloon payment is required on June 1, 2007. Additional details regard-

ing the Trust's bank loans debt are described in Note 8.

(D As described in Note 9, the Debentures mature on December 31,2010, The Trust has the option to settle the Debentures with either cash

or trust units.
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FINANCIAL STATISTICS ($ thousands except per unit and ratio)

2005 Q42005 Q32005 Q22005 QI 2005 Q42004

SOILSILVLS TVIDONVNI

Qil and gas revenue 287,834 104,783 83,031 57,382 42,638 44,419

Net earnings 74,452 25,052 22,465 15,906 11,029 12,179
Per unit — basic 1.31 0.38 0.35 0.28 0.27 0.31
Per unit — diluted 1.28 0.37 0.34 0.27 0.27 0.29

Cash flow 154,254 56,149 45,143 30,504 22,458 23,791
Per unit — basic 271 0.86 . 070 0.54 0.56 0.60
Per unit — diluted 2.53 0.78 0.64 0.52 0.53 0.56

Distributions 97,336 29,654 27,088 23,703 16,891 16,788
Per unit 1.71 0.45 0.42 0.42 0.42 0.42

Long-term debt 144,239 144,239 148,691 133,814 93,166 86,875

Net debt/cash flow (times) 1.07 0.73 082 1.10 1.04 091

CAPITAL

Drilling and completions 48,657 16,714 17,808 8,180 5,955 4,723

Plant and facilities 23,369 6,469 5,369 8,081 3,450 2,450

Land and lease 3,905 1,043 1,253 1234 375 36l

Capitalized G&A 3,452 1,035 904 839 674 400

Total exploration and

development 79,383 25,261 25,334 18,334 10,454 7.934

Office and computer assets 623 145 150 246 82 I

Property

acquisitions/(dispositions) (278) - (278) - - (2)

Total capital before corporate

acquisitions 79,728 25,406 25,206 18,580 10,566 7,943

Corporate acquisitions per

Statement of Cash Flows 107,205 181 100,023 6,971 30 -

Fair value of trust units

issued on acquisitions 301,332 - - 301,332 - -

Total acquisition costs 408,537 181 100,023 308,303 30 -

Total capital and

acquisition costs 488,265 25,587 125,229 326,883 10,566 7,943

TRUST UNITS ($ thousands except per unit)

Weighted average - basic 56,869 65,521 64,533 56,802 40,178 39,996
Weighted average - diluted 61,967 74,117 71,914 58,961 42,312 42,313
Total Trust Units outstanding 66,358 66,358 64,573 64,523 40,289 40,183
Total Exchangeabie Shares

outstanding 467 467 1,797 1,800 1,946 2,048
Price Range ($ per unit)
High 15.66 14.80 15.66 12.79 13.51 13.65
Low 10.86 11.85 I1.86 10.86 11.90 [1.75
Close 13.46 13.46 14.49 11.94 12.45 12.39
Trust Unit volume traded 103,296 23,946 27,346 25,716 26,287 28,486
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OPERATIONAL STATISTICS

2005 Q42005 Q32005 Q22005 QI 2005 Q42004
PRODUCTION
Natural Gas (mcf/d) 69,898 79,494 79,056 65,709 54,963 55,920
NGLs (bbls/d) 1,455 1,725 1,424 1,357 1,310 1,436
Oil {bbls/d) 1,660 2,840 2,159 1,216 394 405
Total (boe/d) 14,765 17814 16,759 13,525 10,864 1,161
SALES PRICES
Natural Gas ($/mcf) 8.67 10.87 8.50 7.46 7.42 6.99
NGLs ($/bbl) 62.75 70.84 63.94 58.43 55.09 54.14
Qil ($/bbl) 55.04 53.76 64.60 50.07 2643 34.75
Total ($/boe) 5341 63.93 53.85 46.62 43.61 43.26
NETBACKS ($/boe)
Price 5341 63.93 53.85 46.62 43.61 43.26
Royalties (12.55) (16.93) (11.37) (9.90) (10.42) (10.09)
Operating costs (8.75) (9.05) (9.40) (8.46) (7.58) (8.10)
Operating netback 3211 37.95 33.08 28.26 25.61 25.07
General & administrative costs  (1.49) (1.47) (1.37) (1.59) (1.61) (0.91)
Netback 30.62 36.48 31.74 26.67 24.00 24.16
DRILLING ACTIVITY
Gross wells drilled 87 49 19 13 6 8
Net wells drilled 69.7 379 17.8 10.8 32 6
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ANNUAL MEETING

The annual meeting of unitholders of Esprit
Energy Trust will be held on Thursday, May 11,
2006 at 10.00 a.m. in the Lecture Theatre of the
Metropolitan Centre, 333 — 4th Avenue S.W,,
Calgary, Alberta. All unitholders and interested
parties are invited to attend.

ABBREVIATIONS

bbl One barrel, equalling 34.972
Imperial galions

bbls/d Barrels per day

bef Billion cubic feet
befe Billion cubic feet equivalent
bef/d Billion cubic feet per day
boe Barrels of oil equivalent
boe/d Barrels of oil equivalent per day
mboe Thousands of barrels of oil
equivalent
mmboe Millions of barrels of oil equivalent
mcf Thousand cubic feet
mcfe Thousand cubic feet equivalent
mcf/d Thousand cubic feet per day
mbbi Thousand barrels
mmbbls Million barrels
mmcfe Million cubic feet
equivalent

mmcf/d Million cubic feet per day

NGLs Natural gas liquids, consisting of any
one or more of propane, butane
and condensate

wi Working interest

CONVERSION

All calculations converting natural gas to crude

oil equivalent have been made using the ratio of
six mef of natural gas to one barrel of crude oil

equivalent.
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ESPRIT

ENERGY TRUST

Suite 900, 606 — 4th Street S.W.
Calgary, Alberta
T2P 1T1

NOTICE OF ANNUAL MEETING OF UNITHOLDERS

NOTICE IS HEREBY GIVEN that the annual meeting (the "Meeting") of the holders (the "Unitholders") of trust
units and special voting units (together, the "Trust Units") of Esprit Energy Trust ("Esprit") will be held at 10:00
a.m. (local time) on May 11, 2006 in the Grand Lecture Theatre of the Metropolitan Centre, 333 — 4th Avenue,
S.W., Calgary, Alberta, Canada, for the following purposes:

1. to receive the financial statements of Esprit for the year ended December 31, 2005 and the auditors' report
thereon;

2. to appoint auditors of Esprit for the ensuing year and authorize the board of trustees to fix their remuneration;
3. to elect trustees for the ensuing year; and
4. to transact such other business as may be properly brought before the Meeting or any adjournment thereof.

The specific details of the matters to be brought before the Meeting are set forth in the accompanying Information
Circular.

Unitholders who are unable to attend the Meeting in person are requested to complete, date and sign the
enclosed form of proxy and return it to Computershare Trust Company of Canada, Attention: Proxy
Department, 100 University Avenue, 9th Floor, Toronto, Ontario, M5J 2Y1 at least 48 hours, excluding
Saturdays, Sundays and holidays, before the Meeting or any adjournment thereof.

If a Unitholder receives more than one proxy form because such Unitholder owns Trust Units registered in different
names or addresses, each proxy form should be completed and returned.

The Trust Unit transfer books will not be closed, but the Board of Trustees has fixed March 15, 2006 as the record
date for the determination of Unitholders entitled to notice of and to vote at the Meeting and at any adjournment
thereof.

DATED at Calgary, Alberta as of March 15, 2006.

BY ORDER OF THE BOARD OF TRUSTEES

(signed) Stephen J. Savidant

Stephen J. Savidant
President and Chief Executive Officer
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GENERAL PROXY INFORMATION

This Information Circular is furnished to holders (the
"Unitholders™") of trust units and special voting units
("Trust Units" and "Special Voting Units",
respectively, and together, the "Trust Units") by the
trustees (the "Board of Trustees") of Esprit Energy
Trust ("Esprit") in connection with the solicitation of
proxies to be voted at the annual meeting of
Unitholders of Esprit (the "Meeting") to be held at
10:00 a.m. on May 11, 2006 in the Grand Lecture
Theatre of the Metropolitan Centre, 333 — 4th
Avenue, S.W., Calgary, Alberta, Canada, and at any
adjournment thereof, for the purposes set forth in the
accompanying notice of meeting (the "Notice of
Meeting").

Solicitation of Proxies

The enclosed proxy is solicited by and on behalf of
the Board of Trustees of Esprit and management
of Esprit Exploration Ltd. The persons named in
the enclosed proxy form are trustees of Esprit or
directors or senior officers of Esprit Exploration
Ltd. A Unitholder desiring to appoint some other
person (who need not be a Unitholder) to
represent him or her at the Meeting may do so
either by inserting such other person's name in
the blank space provided in the proxy form or by
completing another proper form of proxy.

In order to be used at the Meeting, the completed
proxy form must be deposited at the offices of
Computershare Trust Company of Canada,
Attention: Proxy Department, 100 University
Avenue, 9th Floor, Toronto, Ontario, MSJ 2Y1 at
least 48 hours, excluding Saturdays, Sundays and
holidays, before the Meeting or any adjournment
thereof. Solicitation will be primarily by mail, but
some proxies may be solicited personally or by
telephone, facsimile transmission or other electronic
means by trustees of Esprit or directors, officers or
employees of Esprit Exploration Ltd. at a nominal
cost. The cost of solicitation will be borne by Esprit
Exploration Ltd.

Exercise of Discretion by Proxy Holders

On any ballot taken at the Meeting, the nominees
named in the enclosed form of proxy will vote or
withhold from voting the Trust Units in respect of
which they have been appointed nominee in
accordance with the directions of the Unitholders
appointing them. In the absence of such direction,
the Trust Units represented by valid instruments of
proxy executed in favour of the management
designees and deposited in the manner described

above will be voted "FOR" all matters identified in
the Notice of Meeting.

The enclosed proxy form confers discretionary
authority upon the persons named therein in respect
of amendments or variations to matters identified in
the Notice of Meeting and other matters which may
properly come before the Meeting or any
adjournment thereof. At the time of printing of this
Information Circular, neither the Board of Trustees
nor the directors and senior officers of Esprit
Exploration Ltd. know of any amendments,
variations or other matters to come before the
Meeting other than the matters referred to in the
Notice of Meeting. If any such amendment, variation
or other matter properly comes before the Meeting,
the Trust Units represented by proxies in favour of
management will be voted on such matters in
accordance with the best judgment of the person
voting the proxy.

Revocability of Proxies

A Unitholder who has given a proxy may revoke it
either by (a) depositing an instrument in writing
executed by the Unitholder or by the Unitholder's
attorney authorized in writing (i) at the head office of
Esprit at any time up to and including the last
business day preceding the day of the Meeting, or
any adjournment thereof, at which the proxy is to be
used or (ii) with the chairman of the Meeting on the
day of the Meeting or an adjournment thereof, or (b)
attending the Meeting in person and registering with
the scrutineers as a Unitholder personally present.

Adyvice to Beneficial Holders of Trust Units

The information set forth in this section is very
important to you if you do not hold Trust Units in
your own name. Unitholders who hold Trust Units
through a broker, financial institution, trustee,
nominee or other intermediary or otherwise (referred
to herein as "Beneficial Unitholders™) should note
that only proxies deposited by Unitholders whose
names appear on the records of Esprit as registered
Unitholders can be recognized and acted upon at the
Meeting. If Trust Units are listed in an account
statement provided to a Unitholder by a broker, then,
in almost all cases, those Trust Units will not be
registered in the Unitholder's name on the records of
Esprit.  Such Trust Units will more likely be
registered under the name of the Unitholder's broker
or an agent of that broker. In Canada, most of such
Trust Units are registered under the name of CDS &
Co. (the registration name for The Canadian
Depository for Securities, which acts as nominee for




many Canadian brokerage firms). Trust Units held by
brokers or their agents or nominees can only be voted
(for or against resolutions) upon the instructions of
the Beneficial Unitholder. Without specific
instructions, a broker and its agents and nominees are
prohibited from voting Trust Units for the broker's
clients. Therefore, Beneficial Unitholders should
ensure that instructions respecting the voting of
their Trust Units are communicated to the
appropriate person or that the Trust Units are
duly registered in their name.

Applicable Canadian regulatory policy requires
brokers and other intermediaries to seek voting
instructions from Beneficial Unitholders in advance
of meetings. Each broker or other intermediary has
its own mailing procedures and provides its own
return instructions to clients, which should be
carefully followed by Beneficial Unitholders in order
to ensure that their Trust Units are voted at the
Meeting. In some cases, the form of proxy supplied
to a Beneficial Unitholder by its broker (or the agent
of the broker) is identical to the form of proxy
provided to registered Unitholders. However, its
purpose is limited to instructing the registered
Unitholder (the broker or agent of the broker) how to
vote on behalf of the Beneficial Unitholder. In
Canada, the majority of brokers now delegate
responsibility for obtaining instructions from clients
to the ADP Investor Communications ("ADP"). In
most cases, ADP mails a scannable voting instruction
form ("VIF") in lieu of the form of proxy provided by
Esprit, and asks Beneficial Unitholders to return the
VIF to ADP. Alternatively, Beneficial Unitholders
can either call their toll-free telephone number to
vote their Trust Units, or access ADP's dedicated
voting web site at www.proxyvotecanada.com to
deliver their voting instructions. ADP then tabulates
the results of all instructions received and provides
appropriate instructions respecting the voting of Trust
Units to be represented at the Meeting. A Beneficial
Unitholder receiving a VIF from ADP cannot use
that form to vote Trust Units directly at the
Meeting — the VIF must be returned to ADP or,
alternatively, instructions must be received by
ADP well in advance of the Meeting in order to
have such Trust Units voted.

Although a Beneficial Unitholder may not be
recognized directly at the Meeting for the purposes of
voting Trust Units registered in the name of his
broker (or an agent of the broker), a Beneficial
Unitholder may attend the Meeting as proxyholder
for the registered Unitholder and vote the Trust Units
in that capacity. A Beneficial Unitholder who
wishes to attend the Meeting and indirectly vote
his Trust Units as proxyholder for the registered
Unitholder, should enter his own name in the

blank space on the form of proxy provided to him
and return the same to his broker (or broker's
agent) in accordance with the instructions
provided by such broker (or agent), well in
advance of the Meeting.

There are two types of Beneficial Unitholders: (1)
those who object to their name being made known to
the issuers of the securities that they own ("OBOs" or
"Objecting Beneficial Owners"); and (ii) those who
do not object to their name being made known to the
issuers of the securities that they own ("NOBOs" or
"Non-Objecting Beneficial Owners"). Issuers,
including Esprit, may request and obtain a list of their
NOBOs from intermediaries through their transfer
agent, namely Computershare Trust Company of
Canada in the case of Esprit (the "Transfer Agent").
Esprit may obtain and use this NOBO list for the
distribution of proxy-related materials directly (not
through ADP) to NOBOs.

This year, Esprit has decided to take advantage of
those provisions of the Instrument that permit it to
directly deliver proxy-related materials to its NOBOs.
As aresult, NOBOs can expect to receive a scannable
VIF from the Transfer Agent. These VIFs are to be
completed and returned to the Transfer Agent in the
envelope provided for that purpose or by facsimile.
In addition, the Transfer Agent provides for both
telephone voting and internet voting as described in
the VIF, which contains complete instructions. The
Transfer Agent will tabulate the results of the VIFs
received from NOBOs and will provide appropriate
instructions at the Meeting with respect to the Trust
Units represented by the VIFs it receives.

Record Date

The Trust Unit books of Esprit will not be closed, but
the Board of Trustees has fixed March 15, 2006 as
the record date (the "Record Date") for the
determination of Unitholders entitled to receive
notice of and to vote at the Meeting and at any
adjournment thereof. Unitholders of record at the
close of business on the Record Date are entitled to
such notice and to vote at the Meeting.

Persons who are Beneficial Unitholders as of the
Record Date will be entitled to vote at the Meeting in

. accordance with the procedures established pursuant

to National Instrument 54-101 of the Canadian
Securities Administrators.

Voting Trust Units and Principal Holders Thereof
Esprit is authorized to issue an unlimited number of

Trust Units. As at March 15, 2006, there were
66,364,501 Trust Units outstanding. Each Trust Unit




carries the right to one vote on any matter properly
coming before the Meeting.

As of the date hereof, to the knowledge of the
directors and senior officers of Esprit Exploration

Ltd., the only persons who beneficially own, directly
or indirectly, or exercise control or direction over,
Trust Units carrying more than 10% of the voting
rights attached to all issued and outstanding Trust
Units as at March 15, 2006 were:

Name Type of Ownership Number of Trust Units Percent of Trust Units
r T - R “_3 T
| CDS & Co." Legal 159,426,634 Trust Units | 1 89.5% 1{
CEDE & Co.t" Legal 6,787,030 Trust Units 10.2%
Note:
e8) Beneficial ownership is not known to Esprit.
Notice to Holders of Post-Arrangement thereunder (the "Voting and Exchange Trustee"), the

Entitlements and Exchangeable Shares

Pursuant to the Esprit Arrangement (as defined in the
following section), Esprit issued post-arrangement
entitlements ("Post-Arrangement Entitlements”) to
those former holders of common shares of Esprit
Exploration Ltd. who did not provide a declaration as
to their residency. Each Post-Arrangement
Entitlement now entitles the holder thereof to receive
the Trust Units to which they would have been
entitled to receive under the Esprit Arrangement upon
contacting the Transfer Agent. As at March 15,
2006, there were 35,372 Post-Arrangement
Entitlements issued and outstanding.

Each Post-Arrangement Entitlement entitles the
holder to one vote at any meeting of the Unitholders.
Accordingly, this Information Circular, together with
a form of proxy, has been mailed to all holders of
Post-Arrangement Entitlements. Holders of Post-
Arrangement Entitlements are invited to complete the
form of proxy provided to Unitholders.

A holder of Post-Arrangement Entitlements who has
submitted a proxy may revoke it at any time prior to
the exercise thereof in accordance with the
instructions under "Revocability of Proxies" earlier in
this Information Circular. '

Pursuant to the Esprit Arrangement (as defined in the
following section), Esprit issued exchangeable shares
(the "Exchangeable Shares") in the capital of Esprit
Exploration Ltd. to Canadian-resident prior holders
of common shares of Esprit Exploration Ltd. who
elected to receive Exchangeable Shares under the
Esprit Arrangement. Exchangeable Shares are the
economic equivalent of Trust Units. Under the terms
of a voting and exchange trust agreement dated
September 30, 2004 (the "Voting and Exchange Trust
Agreement") among the Trust, Esprit Exploration
Ltd., Esprit ExchangeCo Ltd. and Computershare
Trust Company of Canada, as the trustee appointed

Trust has issued one Special Voting Unit to the
Voting and Exchange Trustee. The Special Voting
Unit carries a number of votes exercisable at the
Meeting equal to the number of Trust Units into
which the Exchangeable Shares are exchangeable on
the Record Date. As at March 15, 2006, there were
442,108 Exchangeable Shares issued and outstanding
which, in aggregate, were exchangeable into 535,021
Trust Units.

Each holder of an Exchangeable Share on the Record
Date is entitled to direct the Voting and Exchange
Trustee to exercise that number of votes attached to
the Special Voting Unit equal to the number of Trust
Units (rounded down to the nearest whole number)
into which the Exchangeable Shares of such holder
are exchangeable.  Alternatively, such holder is
entitled to direct the Voting and Exchange Trustee to
give a proxy to such holder or his designee to
exercise personally such votes or to give a proxy to a
designated agent or other representative of the
management of Esprit or Esprit Exploration Ltd. to
exercise such votes. The Voting and Exchange
Trustee will exercise each vote attached to the
Special Voting Unit only as directed by the holder
and, in the absence of instructions from a holder as to
voting, will not exercise such votes. Only holders of
Exchangeable Shares of record on the Record Date
are entitled to receive notice of and to vote at the
Meeting. Holders of Exchangeable Shares of record
on the Record Date will be entitled to direct the votes
attached to the Special Voting Unit to the extent of
the Exchangeable Shares registered in their names
included in the list of such holders of Exchangeable
Shares prepared as at the Record Date, even though
such a holder may subsequently dispose of his or her
Exchangeable Shares. No one who acquires
Exchangeable Shares after the Record Date shall be
entitled to attend or vote at the Meeting on the basis
of such Exchangeable Shares.




The Voting and Exchange Trustee has sent the Notice
of Meeting to the holders of Exchangeable Shares,
together with the related meeting materials and a
statement as to the manner in which the holder may
instruct the Voting and Exchange Trustee to exercise
the votes attaching the Special Voting Unit. Such
instructions may be delivered by regular mail to
Computershare Trust Company of Canada at the
address specified on the Notice of Meeting. In order
to be valid such instructions must be received by the
Voting and Exchange Trustee at least 48 hours,

Esprit was established pursuant to a trust indenture
made as of August 16, 2004 and amended and
restated September 30, 2004 and June 30, 2005 (the
"Trust Indenture"). Esprit is an unincorporated open-
end mutual fund trust established under the laws of
the Province of Alberta. Esprit Exploration Ltd. is
the corporation resulting from the amalgamation of
the former Esprit Exploration Ltd. and Esprit
Acquisition Corp., which was effected on October 1,
2004 in connection with a plan of arrangement
involving Esprit, the former Esprit Exploration Ltd.,
Esprit Acquisition Corp. and others (the "Esprit
Arrangement”). The purpose of the Esprit
Arrangement was to convert the business of the
former Esprit Exploration Ltd. from a corporate
entity concentrating on growth through investment of
cash flow to a trust entity distributing a substantial
portion of cash flow to Unitholders and to create a
stand-alone corporate entity, ProspEx Resources Ltd.,
concentrating on growth through investment of cash
flow. The Esprit Arrangement was approved by the
shareholders and optionholders of the former Esprit
Exploration Ltd. at a special meeting held on
September 27, 2004 and became effective on October
1, 2004.

BUSINESS TO BE ACTED UPON AT THE MEETING

ESPRIT ENERGY TRUST AND ESPRIT EXPLORATION LTD.

excluding Saturdays, Sundays and holidays, before
the Meeting or any adjournment thereof.

A holder of Exchangeable Shares who has submitted
instructions to the Voting and Exchange Trustee with
respect to the exercise of votes attached to the Special
Voting Unit may revoke it at any time prior to the
exercise thereof in accordance with the instructions
under "Revocability of Proxies" earlier in this
Information Circular.

Esprit was established to, among other things: (i)
invest in securities of Esprit Exploration Ltd.; (ii)
invest in other securities and in any other investments
as the Board of Trustees may determine and borrow
funds for that purpose; (iii) temporarily hold cash and
short-term investments for the purpose of making
investments, paying the expenses and liabilities of
Esprit Exploration Ltd., paying amounts payable by
Esprit in connection with the redemption of any Trust
Units, or making distributions to Unitholders; and
(iv) perform all acts necessary, incidental, ancillary
or related to any of the foregoing. Therefore, Esprit
does not carry on any active business nor does it earn
active business income. The primary income of
Esprit is earned through its subsidiary, Esprit
Exploration Ltd. Additional income may be earned
through cash and shori-term investments held by
Esprit.  Esprit is administered by the Board of
Trustees. Esprit is the sole holder of the common
shares of Esprit Exploration Ltd. Pursuant to an
administration agreement dated August 16, 2004 and
amended and restated June 30, 2005, Esprit has
delegated to Esprit Exploration Ltd. the general
authority, responsibility and obligation to administer
and manage all general and administrative affairs of
Esprit in accordance with the Trust Indenture.

Receipt of December 31, 2005 Financial
Statements

The audited financial statements of Esprit for the
financial year ended December 31, 2005 have been
forwarded to Unitholders, holders of Post-
Arrangement  Entitlements and  holders of
Exchangeable Shares (collectively, the
"Securityholders"). No formal action will be taken at
the Meeting to approve the financial statements. If
any Securityholders have questions respecting the

December 31, 2005 financial statements, the
questions may be brought forward at the Meeting.

Appointment of Auditors

Securityholders will be asked at the Meeting to pass a
resolution reappointing KPMG LLP, Chartered
Accountants, as auditors of Esprit to hold office until
the next annual meeting of Unitholders or until their
successors are appointed, at remuneration to be fixed
by the Board of Trustees. KPMG LLP was appointed
auditor of Esprit on August 16, 2004 upon its




formation. For details concerming fees paid to
KPMG LLP by Esprit and its predecessor prior to the
Esprit Arrangement, the former Esprit Exploration
Ltd., and for details concerning the Audit Committee
of the Board of Trustees, see "Audit Committee
Matters" in the annual information form of Esprit
dated March 31, 2006 (the "AIF"). See "Additional
Information" for details as to obtaining a copy of the
AIF.

The resolution appointing auditors must be passed by
a simple majority of the votes cast with respect to the
resolution by Securityholders present in person or by
proxy at the Meeting. In the absence of contrary
instructions, the persons named in the
accompanying form of proxy intend to vote the
securities represented thereby in favour of the
ordinary resolution appointing KPMG LLP as
auditors of Esprit.

Election of Trustees

Espnt is required by the Trust Indenture to have a
minimum of three and a maximum of eleven trustees.
There is a provision in the Trust Indenture which
permits the Board of Trustees to appoint additional
trustees between annual meetings of Unitholders,
provided that the total number of trustees so
appointed does not exceed, at any time, one-third of
the number of trustees who held office immediately
after the preceding annual meeting of Unitholders.
Persons elected to the Board of Trustees are also
required to be appointed to the board of directors of
Esprit Exploration Ltd. (the "Board of Directors").

At the present time, Esprit has eight trustees.
Securityholders will be asked at the Meeting to pass a
resolution electing eight trustees. The persons named
below are the eight nominees of the current Board of
Trustees and management for election as trustees.
All proposed nominees have consented to be named
in this Information Circular to stand for election and
to serve as trustees if elected. Each elected trustee is
expected to hold office until the close of the next
annual meeting or until his successor is duly elected
or appointed.

In the absence of contrary instructions, the
persons named in the accompanying form of
proxy intend to vote the securities represented
thereby in favour of the ordinary resolution
electing each of the nominees named below as
trustees of Esprit. The Board of Trustees does not
contemplate that any of such nominees will be unable
to serve as a trustee; however, if for any reason any
of the proposed nominees withdraw from standing for
election or are unable to serve, proxies in favour of
management designees will be voted for another
nominee in their discretion unless the Securityholder
has specified in his or her proxy that his or her
securities are to be withheld from voting on the
election of trustees.

The table below sets out the name of each of the
persons proposed to be nominated for election as a
trustee; his jurisdiction of residence; all positions and
offices in Esprit and Esprit Exploration Ltd. presently
held by him; his current principal occupation and
those other principal occupations held by him in the
previous five years; the period during which he has
served as a trustee of Esprit and a director of Esprit
Exploration Ltd., and the number of Trust Units and
Exchangeable Shares that he has advised are
beneficially owned by him, directly or indirectly, or
over which control or direction is exercised by him,
as of March 15, 2006.




D. Michael G. Stewart (54) of Calgary, Alberta,
Canada has been a member of the Board of Trustees
since the creation of Esprit on August 16, 2004. Mr.
Stewart has been a director of Esprit Exploration Ltd.
since 2002. Mr. Stewart is the principal of the
privately held Ballinacurra Group of investment
companies and has been active in the Canadian energy
industry for over 30 years. He graduated from Queen's
University in 1973 with a Bachelor of Science with
Honours degree in Geological Sciences.

During the 1993 to 2002 period, Mr. Stewart held a
number of senior executive positions with Westcoast
Energy Inc.

Mr. Stewart serves on the board of directors of
Canadian Energy Services Inc., the managing partner
of Canadian Energy Services L.P., and a number of
private companies.

Chairman of both the Board of
Trustees and the Board of Directors

5,750 Trust Units V@

15,000 Exchangeable Shares

Donald R. Gardner (63) of Calgary, Alberta, Canada,
has been a member of the Board of Trustees since the
creation of Esprit on August 16, 2004. Mr. Gardner
has been a director of Esprit Exploration Ltd. since his
retirement from the Chief Financial Officer position of
the former Esprit Exploration Ltd. in May, 2002, a
position he had served in since December 1999, Mr.
Gardner was also a director of Esprit Exploration Ltd.
from March 2000 to December 2001. In January 2003,
Mr. Gardner joined Canadian Spirit Resources Inc. as
Chief Financial Officer. Mr. Gardner's career includes
positions as Senior Vice President and Chief Financial
Officer of Rigel Energy Corporation and Treasurer of
Alberta Energy Company Ltd.

Mr. Gardner obtained a Bachelor of Commerce degree
from the University of Alberta in 1964 and a Master of
Science Degree in Business Administration from the
University of British Columbia in 1973.

Mr. Gardner also serves on the board of directors of
Intermap Technologies Corporation and Canadian
Spirit Resources Inc.

Member, Audit Committee

Member, Human Resources and
Corporate Governance Committee

52,379 Trust Units V&
6,998 Exchangeable Shares "®

Paul B. Myers (43) of Calgary, Alberta, Canada, is
nominated for election to the Board of Trustees. If
elected, he will also be appointed to the Board of
Directors of Esprit Exploration Ltd. Mr. Myers
became Executive Vice President and Chief Operating
Officer of Esprit Exploration Ltd. in September 2005.
Prior to Esprit, he was with EnCana Corporation for
approximately five years, rising to Vice President, Gulf
of Mexico and Alaska.

Mr. Myers holds a Bachelor of Science from Lehigh
University, a Masters of Science in Geology from the
University of Kansas and a Masters of Business
Administration from the University of Calgary

President and Chief Executive
Officer @

11,133 Trust Units P®




Douglas W. Palmer (50) of Calgary, Alberta, Canada
has been a member of the Board of Trustees and a
director of Esprit Exploration Ltd. since February 9,
2005. Mr. Palmer served on the board of Calpine
Natural Gas Trust from 2003 to February 2005. Prior
to this Mr. Palmer was Chief Executive Officer of
Numac Energy Ltd. from 1998 to 2001.

Mr. Palmer holds a Bachelor of Science degree in
Chemical Engineering from the University of Calgary
and is a member of the Association of Professional
Engineers, Geologists and Geophysicists of Alberta.

Member, Audit Committee

Member, Human Resources and
Corporate Governance Committee

15,000 Trust Units &

John E. Panneton (65) of Toronto, Ontario, Canada,
has been a member of the Board of Trustees since the
creation of Esprit on August 16, 2004. Mr. Panneton
has been a director of Esprit Exploration Ltd. since
1998. In 1998, he joined Dundee Securities
Corporation as Vice Chairman and President. In 2003,
Mr. Panneton joined Goodman Private Wealth
Management as President and continues to serve as
Vice Chairman of Dundee Securities. Prior to joining
Dundee Securities, Mr. Panneton held various
positions including Vice Chairman of McCarvill
Corporation and President and Chief Executive Officer
of CIBC Investment Management Corporation.

Mr. Panneton holds a Bachelor of Commerce degree
from Sir George Williams University (now Concordia
University) and serves as a director for Viceroy Homes
Limited.

Chairman, Human Resources and
Corporate Governance Committee

30,277 Trust Units ¢V

W. Mark Schweitzer (44) of Calgary, Alberta,
Canada has been a member of the Board of Trustees
and a director of Esprit Exploration Ltd. since
February 9, 2005. Mr. Schweitzer is the Executive
Vice-President and Chief Financial Officer of Superior
Plus Inc., the wholly owned subsidiary of the Superior
Plus Income Fund. Mr. Schweitzer has held the
position of Chief Financial Officer of Superior Plus
Inc. and its subsidiaries for the past 12 years. From
1994 to 1998, Mr. Schweitzer also held the position of
Vice President and Chief Financial Officer at Norcen
Energy Resources Ltd., the former parent company of
Superior Plus.

Mr. Schweitzer has a Bachelor of Commerce degree
from Queen's University and is a member of the
Canadian Institute of Chartered Accountants.

Chairman, Audit Committee

16,250 Exchangeable Shares V©




Eric L. Schwitzer (54) of Vancouver, British Member, Audit Committee
Columbia, Canada, has been a member of the Board of
Trustees since the creation of Esprit on August 16,
2004. Mr. Schwitzer has been a director of Esprit
Exploration Ltd. since October 2004. Mr. Schwitzer 10,000 Trust Units
has been a managing partner of Enterprise Capital

Management Inc. since June 2003. From June 2002 to

May 2003 he was a consultant and corporate director.

Prior thereto, he served as Senior Vice President,

Strategic Development, for Westcoast Energy Inc.

Member, Human Resources and
Corporate Governance Committee

Mr. Schwitzer obtained a Bachelor of Science degree
in Mathematics from MecGill University in 1972, a
Masters of Science degree in Management from the
Massachusetts Institute of Technology in 1975 and is a
Chartered Business Valuator.

Mr. Schwitzer serves as a trustee and lead director of
Versacold Income Fund and is on the boards of SNP
Health Split Corp., SNP Split Corp. and Pitchstone
Exploration Ltd., as well as several private companies.

Stephen B. Soules (54) of Calgary, Alberta, Canada, Executive Vice President and Chief
has been a member of the Board of Trustees since the Financial Officer

creation of Esprit on August 16, 2004. Mr. Soules has .

been a director of Esgprit Exploration Ltd. since 26,896 Trust Units
October 2004. Mr. Soules served as Senior Vice 25000 Exchangeable Shares V©
President and Chief Financial Officer of Esprit

Exploration Ltd. from May 2002 to October 2004.

Prior thereto, he served as an advisor to Burlington

Resources Canada Ltd. from December 2001 to

February 2002 and as Chief Financial Officer of

Canadian Hunter Exploration Ltd. from April 1997 to

December 2001.

Mr. Soules holds a Bachelor of Science from the
University of Guelph and a Masters of Business
Administration from the University of Calgary.

Mr. Soules serves on the board of directors of the
Galileo Educational Network and the Calgary
Women's Emergency Shelter Endowment Trust,

Notes:

69 The information as to Trust Units and Exchangeable Shares beneficially owned, not being within the knowledge of Esprit, has been
furnished by the respective individuals.

) Includes 2,000 Trust Units held by Mr. Stewart's spouse.

3 Includes 2,033 Trust Units held by Mr. Gardner's spouse.

4) Mr. Myers has been appointed President and Chief Executive Officer of the Corporation effective May 11, 2006.

(5 Includes 1,133 Trust Units held by Mr. Myers' spouse.

6) Each Exchangeable Share was exchangeable for 1.19495 Trust Units based on the exchange rario in effect for February, 2006. The
exchange ratio increases each month reflecting the cash distribution not paid on Exchangeable Shares. All Exchangeable Shares
remaining outstanding on October 1, 2007 will automatically be exchanged for Trust Units at the exchange ratio in effect on such date.

N All trustees of Esprit are currently also directors of Esprit Exploration Ltd.

(8) The Audit Committee is a committee of the Board of Trustees. The Human Resources and Corporate Governance Committee is a

committee of the Board of Directors. Neither Esprit nor Esprit Exploration Ltd. has an Executive Committee. In addition, neither
Esprit nor Esprit Exploration Ltd. has a Reserves Committee as matters relating to the oil and gas assets of Esprit are dealt with by the
entire Board of Directors.




COMPENSATION OF TRUSTEES AND EXECUTIVE OFFICERS

Summary Compensation

Under applicable securities legislation, Esprit is
required to disclose certain financial and other
information relating to the compensation of certain of
its executive officers. Esprit, however, does not carry
on an active business; its primary business is to hold
the securities of Esprit Exploration Ltd., which owns
and carries out all aspects of the business of Esprit.
Esprit does not have executive officers, rather these
roles are discharged by the executive officers of
Esprit Exploration Ltd. Compensation is paid by
Esprit Exploration Ltd. to its executive officers for

management of the business of Esprit Exploration
Ltd.

The following table sets forth the compensation for:
(i) the Chief Executive Officer, Chief Financial
Officer and Chief Operating Officer; and (i) the
three other executive officers serving at December
31, 2005 whose total salary and bonus earned in 2005
exceeded $150,000 Compensation is shown, where
applicable, for services rendered during the financial
years ended December 31, 2005, 2004 and 2003.
The six executive officers of Esprit Exploration Ltd.
described below are referred to collectively as the

acting 1in such capacities, which involves the "Named Executive Officers".

Long-Term Compensation

Annual Compensation Awards Payouts
Trust Units
Securities Subject to
Other Annual Under Resale LTIP All Other
Name and Principal ) Salary Bonus Compensation Options/SARs Restrictions Payouts  Compensation
| Position Year () ® [ON Granted (#) ©) ® ®”
| Stephen J. Savidant® © .- 2005 290,000 Nil SOINL SNl N . il 15241
{ President and Chief- (. 2004 332417 Nil Nil Nl NI NIl 1,822,823
| Executive Officer - ; L [ 2003 332,083 150,000 Nil 275,000 Nil Nil 16,604
é ( ]
| Stephen B. Soules ..2005 233,000 40,000 b Nil o N N 13491
1, Executive Vice President 2004 228250  Nil Nil N1l L ) B Nl 1,311,423
i and Chief Financial Officer | 2003 217,916 100,000 Nil 212,500 Nil Nil 10,896
L
| Paul B. Myers” L2005 76154 - 53333 . Ni o oNM O N o Nl 104,039
Executive Vice President, 2004 N/A - N/A N/A N/A NA N/ N/A
and Chief Operating Officer | 2003 N/A N/A N/A N/A N/A N/A N/A
| Gregory A. Jerome® -.2005 - 170,833 48000 . . N Nl o N Nl 59283
Vice President, Finance and | 2004 108,875 Nil . Nil Nil - Nil 8,266 196,072
Corporate Secretary 2003 94,417 30,000 N/A 80,000 N/A N/A 5,332
! |
 Patrick C. Connors™ _.2005 182500 48,000 Nil . JNib o LN Nl 45,044
| Vice President, Operations * . 2004 151,958 Nil ‘ Nil Nil i Nil Nl 138,660
; and Field Services 2003 N/A N/A N/A N/A N/A N/A N/A
{ Michael J. St. Clair® ..2005 167,300 - 48000 - Nty o oNd Nl Nl 39116
| Vice President, Marksting i 2004 141,904 Nil Nib, N Nib Nil - 107,971
; and Risk Management 12003 N/A N/A N/A N/A N/A N/A N/A
Notes:
08} Mr. Savidant will be retiring as President and Chief Executive Officer effective May 11, 2006.
) Mr. Myers became an officer of Esprit Exploration Ltd. on September 21, 2005 and has been appointed as President and Chief

Executive Officer effective May 11, 2006.
3) Mr. Jerome became an officer of Esprit Exploration Ltd. on February 27, 2003.
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Where no amount is stated in this column, the Named Executive Officer did not receive perquisites and other personal benefits that
exceeded the lesser of $50,000 and 10% of total annual salary and bonus for such Named Executive Officer. Where any individual
personal benefit or perquisite exceeds 25% of the total amount of perquisites and personal benefits received by the Named Executive

4) Mr. Connors became an officer of Esprit Exploration Ltd. on October 1, 2004.
(5) Mr. St. Clair became an officer of Esprit Exploration Ltd. on October 1, 2004,
(O]

Officer, that item and the amount relating thereto will be identified.
M

The amounts set forth under the column "All Other Compensation” include contributions made by Esprit Exploration Ltd. to the
Named Executive Officer under the Employee Unit Savings Plan {or its predecessor) of Esprit Exploration Ltd., participation in which
is available to all employees of Esprit Exploration Ltd., amounts representing transaction bonuses associated with the acquisition of
Resolute Energy Inc., and amounts representing transaction and retention bonuses associated with the completion of the Esprit
Arrangement and amounts representing signing bonuses.

Trust Unit Rights/Stock Appreciation Rights

No Trust Unit rights or options were granted to, or
exercised by, the Named Executive Officers during
the financial year ended December 31, 2005 and the
Named Executive Officers do not hold any such

rights or options.

Performance or

LTIP Awards

The Esprit performance unit inventive plan (the
"Performance Unit Incentive Plan") described below
under "Performance Unit Incentive Plan" is
considered a long-term incentive plan ("LTIP") as it
provides compensation intended to motivate
performance over a period greater than one financial
year.

The following performance units ("Performance
Units") were granted to the Named Executive
Officers during the financial year ended December
31, 2005 under the Performance Unit Incentive Plan.

Estimated Future Payouts Under
Non-Securities-Price-Based Plans

Performance Other Period Threshold Target Maximum
Units Granted Until Maturation (Number of {(Number of (Number of
Name #) or Payout Trust Units) Trust Units) Trust Units)
" Stephen J. Savidant 6,666 1 year™ Nil Nil - Nil
‘ 6,666 2 years Nil 7,603 19,009 |
L L 6,668 3 years Nil 7,606 ] 19,014
Stephen B. Soules 8,666 1 year'” Nil Nil Nil
6,666 2 years Nil 7,603 19,009
6,668 Jyears Nil 7,606 19,014
" Paul B. Myers 15,000 1 year” Nil 17,109 42,973
‘ 10,000 2 years Nit 11,406 28,516 |
. 5,000 Jyears Nl 5,703 14,258
Gregory A. Jerome 10,000 1 year Nil Nil Nil
6,666 2 years Nil 7,603 17,108
o 3333 Jyears Nil 3,802 8,554
“Patrick C. Connors 10,000 1 yeart? Nit Nil Nil |
‘ 6,666 2 years Nil 7,603 17,108 !
3,333 3 years SR L) . 8,554
Michael J. St. Clair 10,000 1 year') Nil Nil
6,666 2 years Nil 7,603 17,108
3,333 3 years Nil 3,802 8,554
Notes:
(€3] The performance period related to these Performance Units expired with no cash or Trust Units being issued in respect of such
Performance Units.
(2) Each of these awards were granted under the Performance Unit Incentive Plan as described under "Performance Unit Incentive Plan"

below. Payouts under the Performance Unit Incentive Plan are determined based upon Esprit's total Unitholder return relative to its
peer group of energy trusts and such payouts may be made, at Esprit's option, in cash or Trust Units. As Esprit's current intention is to
award payouts in Trust Units, the thresholds in the above table are represented in numbers of Trust Units. Included in such numbers
are awards of additional Trust Units for the value of distributions paid on the Trust Units over the applicable performance period.




Trust Unit Ownership Guidelines for Executive
Officers

The Board of Trustees has established Trust Unit
ownership guidelines for each of the executive
officers of the Corporation. The guideline level of
ownership is 25,000 Trust Units for each of the Chief
Executive Officer, and the Chief Financial Officer
and Chief Operating Officer within three years of
their appointment. All other executive officers are
required under the ownership guidelines to own at
least 10,000 Trust Units within three years of
appointment with increasing requirements each year.
As of the date hereof, all officers are in compliance
with the Trust Unit ownership guidelines.

Performance Unit Incentive Plan

The Esprit Performance Unit Incentive Plan is
designed to advance the interests of Esprit by
providing the trustees of Esprit and directors,
officers, employees of, or providers of services to,
Esprit Exploration Ltd. and any of its subsidiaries the
opportunity to participate in the creation of value in
Esprit, thereby: (i) increasing the proprietary interests
of such persons in Esprit; (ii) aligning the interests of
such persons with the interests of Unitholders
generally; (iii) encouraging such persons to remain
associated with Esprit and its subsidiaries; and (iv)
furnishing such persons with an additional incentive
for their efforts on behalf of Esprit and its
subsidiaries.

The Performance Unit Incentive Plan is a full-value
unit plan using the value of Trust Units as the basis
for the granting of Performance Units.  Each
Performance Unit is equal in value to one Trust Unit.
The Board of Directors administers the plan and may
designate which trustees of Esprit and directors,
officers, employees and consultants of Esprit
Exploration Ltd. are to be granted Performance Units.
Eligible participants receive target level grants of
Performance Units, which are settled at the end of a
maximum three year term for each grant (a
"Performance Period"). Grants of Performance Units
are made at the beginning of the first year of the
Performance Period and payout determinations under
the Performance Unit Incentive Plan are made after
the end of the Performance Period relating to such
Performance Units. Vesting is based on time and
performance conditions. Employees must be
employed at the end of each Performance Period to
qualify for awards under the Performance Unit
Incentive Plan. Provision is made for the accelerated
vesting of Performance Units in the event of a change
of control of Esprit.
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Actual payouts from the Performance Units depend
on performance against selected performance
measures ("Performance Measure"), which in turn
determines a performance factor ("Performance
Factor").  The Performance Measure currently
selected by the Board of Directors is relative total
Unitholder return (as compared against a peer group
of Canadian oil and gas royalty trusts). A target level
of performance ("Performance Target") is set for
each grant.  Actual performance equaling the
Performance Target will result in a Performance
Factor of one (1.0). Actual performance exceeding
the Performance Target will result in a higher
Performance Factor and therefore higher than target
level payouts. Actual performance below
Performance Target will result in a lower
Performance Factor and therefore lower than target
level payouts. Final awards can therefore be larger or
smaller than the target grant depending on Esprit's
actual performance over each Performance Period.
Performance Units are not assignable.

Payouts under the Performance Unit Incentive Plan
equal the value of the Performance Factor adjusted
number of Performance Units multiplied by the
market price of Trust Units at the end of the
Performance Period plus the value of the
accumulated distributions on these Performance
Units over the Performance Period.

Payouts under the Performance Unit Incentive Plan
may be in cash or Trust Units or some combination
thereof at the discretion of the Board of Directors. A
number of Trust Units are reserved for issuance
under the Performance Unit Incentive Plan equal to
5% of the total of: (i) the number of Trust Units
issued and outstanding from time to time; and (ii) the
number of Trust Units issuable upon exchange of the
Exchangeable Shares issued and outstanding from
time to time. If any Performance Unit expires or
terminates for any reason without Trust Units having
been issued in respect thereof, the Trust Units
issuable in respect thereof remain available for grant.

Executive Employment Contracts and Change of
Control Arrangements

Each of Messrs. Savidant, Soules, Myers, Jerome,
Connors and St. Clair has entered into an
employment agreement with Esprit Exploration Ltd.
Pursuant to such employment agreements, each
individual is entitled to (i) an annual base salary; (ii)
discretionary bonuses as determined by the Board of
Directors; (iil) participate in Esprit's Employee Unit
Savings Plan; and (iv) participate in the granting
from time to time of Performance Units under the
Performance Unit Incentive Plan.




In the event of change of control of Esprit or Esprit
Exploration Ltd. where Mr. Savidant is terminated by
Esprit Exploration Ltd. within one year following the
change of control or Mr. Savidant terminates his
employment within 90 days of the change of control,
Mr. Savidant shall be entitled to a sum of money
equal to one year's salary, bonus and benefits.
Mr. Savidant may also terminate his employment on
60 days notice and receive a retirement allowance
equal to 50% of the foregoing amounts plus an
additional 1/12 of the retirement allowance for each
month of service past October 1, 2005, to a maximum
retirement allowance of one year's salary, bonus and
benefits.

In the event of a change of control of Esprit or Esprit
Exploration Ltd. where Mr. Soules is terminated by
Esprit Exploration Ltd. within one year following the
change of control or Mr. Soules terminates his
employment within 90 days of the change of control,
Mr. Soules shall be entitled to a sum of money equal
to one year's salary, the average of his last two annual
bonuses and one year's benefits, in each case
multiplied by a service factor (being a factor of one
during the first two years of service after October 1,
2004, a factor of two for the next year of service and
a factor of two and one-half thereafter). Mr. Soules
may terminate his employment on 60 days notice and
receive a retirement allowance equal to 50% of each
of his salary, last annual performance bonus and
benefits, plus an additional 1/12 of the said retirement
allowance for each month of service past October 1,
2005, to a maximum retirement allowance of one and
one-half year's salary, bonus and benefits.

In the event of a change of control of Esprit or Esprit
Exploration Ltd. where Mr. Myers is terminated by
Esprit Exploration Ltd. within one year following the
change of control or Mr. Myers terminates his
employment within 90 days of the change of control,
Mr. Myers shall be entitled to a sum of money equal
to 1.5 times the total of his annual salary, the simple
average of his most recent two annual performance
bonuses and the amount paid by the Corporation for
all benefits and perquisites.

In the event of a change of control of Esprit where
Messrs. Connors, Jerome or St. Clair are terminated
by Esprit Exploration Ltd. within one year following
the change of control, cach of such Named Executive
Officers shall be entitled to a sum of money equal to
one and one-half year's salary plus one additional
month's salary for each one year of completed service
past October 1, 2004 (to a maximum of an additional
six months salary), the average of his last two annual
bonuses and an amount of benefits equal to the
number of months for which salary was paid in
respect of the change of control.
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In addition, in the event of a change of control, each
Named Executive Officer's unvested Performance
Units granted under the Performance Unit Incentive
Plan shall become fully vested and be paid out based
upon performance at the time.

In respect of the employment agreements of Messrs.
Savidant, Soules and Myers, a change of control
occurs upon the happening of any of the following:
(1) the acceptance by the holders of Trust Units
representing more than 35% of the Trust Units of any
offer for all Trust Units; (ii) the acquisition, by
whatever means, of ownership or control of more
than 35% of the Trust Units; (iii) the sale by Esprit of
all or substantially all of its assets; (iv) the approval
by the Board of Trustees or Unitholders to
substantially liquidate the assets of Esprit or wind-up
Esprit's business or significantly rearrange the affairs
of Esprit in one or more transactions or series of
transactions; (v) individuals who were proposed as
nominees to become members of the Board of
Trustees immediately prior to a meeting of
Unitholders involving a contest for or an item of
business relating to the election of trustees, not
constituting a majority of the Board of Trustees
following such election; (vi) the resignation of any
three independent members of the Board of Trustees
on or about the same time; and (vii) any other event
which in the opinion of the Board of Trustees
reasonably constitutes a change of control.
Additionally, a change of control shall also be
deemed to have occurred upon a change of control in
Esprit Exploration Ltd. in comparable circumstances
to those set out for the Trust.

In respect of the employment agreements of Messrs.
Connors, Jerome and St. Clair, a change of control
occurs upon the happening of any of the following:
(i) the acceptance by the holders of Trust Units
representing more than 35% of the Trust Units of any
offer for all Trust Units, provided that no change of
control shall have occurred if upon completion of
such transaction individuals who were members of
the Board of Trustees immediately prior to such
transaction constitute a majority of the Board of
Trustees following such transaction; (i) the
acquisition, by whatever means, of ownership or
control of more than 35% of the Trust Units; (iii) the
sale by Esprit of all or substantially all of its assets;
(iv) the approval by the Board of Trustees or
Unitholders to substantially liquidate the assets of
Esprit or wind-up Esprit's business or significantly
rearrange the affairs of Esprit in one or more
transactions or series of transactions; (v) individuals
who were proposed as nominees to become members
of the Board of Trustees immediately prior to a
meeting of Unitholders involving a contest for or an
item of business relating to the election of trustees,




not constituting a majority of the Board of Trustees
following such election; and (vi) any other event
which in the opinion of the Board of Trustees
reasonably constitutes a change of control.
Composition of the Human Resources and
Corporate Governance Committee

The Human Resources and Corporate Governance
Committee is a committee of the Board of Directors
and reports to that full board on, among other things,
executive compensation matters.

The members of the Human Resources and Corporate
Governance Committee for the year ended December
31, 2005 and presently are John E. Panneton (Chair),
Donald R. Gardner, Eric L. Schwitzer and Douglas
W. Palmer (member since February 2005). Mr.
Donald R. Gardner served as Chief Financial
Officer of Esprit Exploration Ltd. from December,
1999 until May, 2002.

Report on Executive Compensation

The Human Resources and Corporate Governance
Committee monitored the executive compensation
arrangements for Esprit Exploration Ltd. and its
subsidiaries during 2005 as well as approving an
overall "compensation philosophy" for the entire
organization. In general, the Human Resources and
Corporate Governance Committee considers and
makes recommendations to the Board of Directors
regarding the compensation arrangements for
executive officers, including salaries, benefits, the
establishment of bonus targets and allocations of
bonuses and grants of Performance Units under the
Performance Unit Incentive Plan, in each case taking
into account information obtained by the Human
Resources and Corporate Governance Committee
independently.  The philosophy of the Human
Resources and Corporate Governance Committee is
to attempt to ensure that the compensation of senior
executives provides a competitive base compensation
package and a strong link between corporate
performance and compensation, in order to attract,
retain and motivate highly qualified personnel. By
placing more emphasis on variable compensation, a
greater portion of the compensation of the executive
officers is at risk and dependent upon increases in
Esprit's performance and Trust Unit price.

Base Salaries and Benefits

In determining the remuneration of the executive
officers of Esprit Exploration Ltd.,, the Human
Resources and Corporate Governance Committee
utilized industry assessments and competitive data
for comparable-sized trusts within the oil and gas
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sector, from industry surveys. The Human Resources
and Corporate Governance Committee considered the
long-term interests and financial objectives of Esprit
as well as individual performance and achievement.
The group life, short-term disability, long-term
disability, health and dental benefit plans of Esprit
Exploration Ltd. are comparable to industry peers
and are available to all permanent employees.

Bonuses

The annual cash bonus program of Esprit Exploration
Ltd. is based on a set of performance targets
measured against both relative and absolute
performance criteria.  The Board of Directors
approves the performance criteria at the beginning of
each financial year. The criteria include: production
growth; reserve replacement; finding, development
and acquisition costs; pricing; operating costs and
general and administrative costs. The bonus program
is available to reward those employees who have
made a contribution toward an increase in Unitholder
value. The allocation of bonuses to the executive
officers and other employees of Esprit Exploration
Ltd. is made by taking into account salary and
position and individual, team and department
performance in relation to Esprit's industry peers.
Subsequent to year end, a total of $1,200,000 was
paid to employees under the cash bonus program for
recognition of corporate and individual performance
in 2005.

Performance Unit Incentive Plan

There were 526,901 Performance Units awarded
under the Performance Unit Incentive Plan in 2005.
Future awards will be considered by the Board of
Directors on the recommendation of the President
and Chief Executive Officer and the Human
Resources and Corporate Governance Committee.
Awards of Performance Units under the Performance
Unit Incentive Plan to the President and Chief
Executive Officer will be considered by the Board of
Directors on the recommendation of the Human
Resources and Corporate Governance Committee.
2005 was the first year in which Performance Units
were granted. The outstanding Performance Units
held by any given grantee are not a factor in
determining  whether and how many new
Performance Units are granted to that grantee.

Employee Unit Savings Plan

An additional element of the compensation program
of Esprit Exploration Ltd. is the employee unit
savings plan (the "EUSP"), which is available to all
officers and employees. Each of the Named
Executive Officers participate in the EUSP.




Participants may contribute up to 5% of their
monthly base salary to the EUSP. In 2005, Esprit
matched the participant's contributions up to a
maximum of 5% of the participant's base salary. All
of Esprit Exploration Ltd.'s contributions are used to
purchase Trust Units in a RRSP account in the
participant's name. The participant's contributions
are used to purchase the Trust Units or a variety of
other investment options. If the participant does not
have adequate room in his or her RRSP then the units
are purchased in a non-RRSP account. In
determining contribution levels to the EUSP, Esprit
Exploration Ltd. considers the fact that it does not
have a pension plan. Effective January 1, 2006,
Esprit Exploration Ltd. increased the matching
component of its EUSP such that Esprit will match
150% of each participant's contributions up to a
maximum of 6% of the participant's base salary.

Purchases of Trust Units with Esprit Exploration
Ltd.'s contributions under the EUSP are made by a
trustee in the open market through the Toronto Stock
Exchange. All or any portion of participant
contributions under the EUSP may, at the option of
Esprit Exploration Ltd., be used to purchase Trust
Units directly from treasury at the then current
market price, as an alternative to the trustee
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purchasing Trust Units in the open market through
the Toronto Stock Exchange.

The foregoing report on Executive Compensation is
submitted by the Human Resocurces and Corporate
Governance Committee on behalf of the Board of
Directors.

John E. Panneton (Chair)
Donald R. Gardner

Eric L. Schwitzer
Douglas W. Palmer

Performance Graph

The following graph and table compare the yearly
percentage change (converted into a fixed
investment) in the cumulative Unitholder return on
the Trust Units (assuming a $100 investment was
made on October 5, 2004 and assuming the
reinvestment of distributions) with the cumulative
total return of the S&P TSX Composite Index for the
period which commenced on October 5, 2004 and
ended on December 31, 2005, assuming reinvestment
of dividends.

—O@— Esprit Energy Trust ~ - @ - - S&P/TSX Composite Index
3150
$125
$100 &
$75
$50 4 - T 1

October 5, 2004

December 31, 2004

December 31, 2005

Cumulative Total Return

October 5, 2004 December 31, 2004 December 31, 2005
Esprit Energy Trust.......cc.......... $100 $100 $118
S&P TSX Composite Index ...... $100 $105 $128

Compensation of Trustees

Each non-employee trustee of Esprit, other than the
Chairman of the Board of Trustees, receives an
annual fee of $20,000. The Chairman of the Board of
Trustees receives an aggregate annual fee of $50,000.
In addition, the Chairman of the Audit Committee
receives an annual fee of $10,000 and the Chairman
of the Human Resources and Corporate Governance
Committee receives an annual fee of $7,000.

Members of each committee, excluding the chair,
receive an annual retainer of $3,000.

Each non-employee trustee of Esprit, receives a fee
of $1,500 for each Board meeting attended and a fee
of $1,500 for each committee meeting attended.
Non-employee trustees residing outside of Calgary,
Alberta also receive a $1,000 attendance fee per trip.
Trustees are reimbursed for actual expenses
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reasonably incurred in connection with the
performance of their duties as trustees.

For the fiscal year ended December 31, 2005, the
aggregate compensation paid or payable to trustees of
Esprit and directors of Esprit Exploration Ltd. in
respect of meetings of the Board of Trustees, the
Board of Directors and the committees thereof was
$447.250.

EQUITY COMPENSATION PLAN INFORMATION

Under the Performance Unit Incentive Plan, the
Board of Directors may from time to time designate
trustees of Esprit and directors, officers, employees
of, or providers of services to, Esprit Exploration Ltd.
to whom Performance Units of Esprit may be granted

Number of Units to
be issued upon
exercise of
outstanding options,

Trust Unit Ownership Guidelines for Trustees

The Board of Trustees has established Trust Unit
ownership guidelines for the trustees of Esprit. The
guideline level of ownership is 12,500 Trust Units for
each trustee within three years of their appointment.
As at the date hereof, each of the trustees are in
compliance with the Trust Unit ownership guidelines.

and the number of Performance Units to be granted to

each.  The following table sets forth certain
information with respect to equity compensation
plans of the Trust under which Units are authorized
for issuance as at December 31, 2005.

Number of Units
remaining available
for future issuance
under equity

Weighted-average
exercise price of
outstanding options,

Plan Category warrants and rights warrants and rights compensation plans
Equity compensation plans approved by Unitholders N/A N/A 3,330,5550
Equity compensation plans not approved by Unitholders Nil N/A Nil

Total N/A N/A 3,330,555
Note:

) As at December 31, 2005, an aggregate of 3,330,555 Trust Units were reserved for issuance under the Performance Unit Incentive

Plan, being a number equal to 5% of the number issued and outstanding Trust Units at such time (including Trust Units issuable on the
exchange of Exchangeable Shares). Payouts under Performance Units granted under the Performance Unit Incentive Plan are
determined based upon performance results evaluated at the time of payout against pre-selected Performance Measures, which payouts
may be satisfied by Esprit through the issuance of Trust Units. Therefore, the aggregate number of Trust Units issuable under the
terms of outstanding Performance Units may not be determined until the time of payout, although under the terms of the Performance
Unit Incentive Plan the aggregate number of Trust Units issuable may not exceed the number reserved under the Performance Unit

Incentive Plan at such time.

INDEBTEDNESS OF TRUSTEES AND EXECUTIVE OFFICERS

Aggregate Indebtedness

The following table sets forth the aggregate
indebtedness of all executive officers, directors,

employees and former executive officers, directors
and employees to Esprit, Esprit Exploration Ltd. or
any of their subsidiaries outstanding as at March 15,
2006.

Aggregate Indebtedness ($)

_ Purpose To Esprit or its Subsidiaries _ To Another Entity N
l Security p};rchases:r ‘J: 414,999.31»‘5(1.); M Nil |
e — | B ST Nil

Note:

1) The amount of indebtedness relates to loans granted to a former executive of Esprit Exploration Ltd. who resigned in June 2000 for

share purchases between 1993 and 1999. It is no longer Esprit's practice to make loans to its employees for purchase of shares.

INTEREST OF INSIDERS IN MATERIAL TRANSACTIONS

Other than as discussed herein, there are no material
interests, direct or indirect, of trustees of Esprit,
directors, executive officers or senior officers of
Esprit Exploration Ltd.,, or any Unitholder who

beneficially owns, directly or indirectly, more than
10% of the outstanding Trust Units or any known
associate or affiliate of such persons, in any
transaction since the commencement of Esprit's most




recently completed financial year or in any proposed
transaction which has materially affected or would

materially affect Esprit or Esprit Exploration Ltd.

STATEMENT OF CORPORATE GOVERNANGE PRACTICES

The Board of Trustees and the Board of Directors
(together, the "Board") recognize that effective
corporate governance is critical to the continued and
long-term success of Esprit by helping to maximize
Unitholder valug over time. Esprit continues to
update and modify its governance practices, and has
recently done so with respect to the matters addressed
by National Instrument 58-101 Disclosure of
Corporate Governance Practices ("NI 58-101") and
National Policy 58-201 Corporate Governance
Guidelines, as adopted by the Canadian Securities
Administrators with an effective date of June 30,
200s.

The governance policies and practices of Esprit have
been developed under the guidance of the Human
Resources and Corporate Governance Committee of
the Board of Directors. The Human Resources and
Corporate  Governance Committee continuously
reviews the governance policies and practices of
Esprit to ensure that Esprit complies with all
applicable legal requirements.

A description of Esprit's governance practices and
policies with reference to the items set forth in N 58-
101 1s attached hereto as Appendix "A".

Mandates and Composition of the Board

The Board of Trustees and Board of Directors are
comprised of the same members. The Board of
Trustees and Board of Directors are each comprised
of eight members, a size that Esprit believes is
commensurate with the complexity of Esprit's
business.

The Board of Trustees is responsible for the
stewardship and the affairs of Esprit. The Board of
Trustees seeks to discharge such responsibility by
reviewing and discussing Esprit's investment in
Esprit Exploration Ltd., and monitoring the
stewardship of the Board of Directors. The Board of
Trustees is responsible for establishing and
maintaining a culture of integrity in the conduct and
affairs of Esprit, with the best interests of Esprit
being the paramount concern. The responsibilities
and obligations of the Board of Trustees are set forth
in a written mandate of the Board of Trustees, a copy
of which is attached hereto as Appendix "B". The
Board of Trustees annually reviews its mandate and
considers changes as appropriate.

The Board of Trustees is composed of eight
members. Six of the eight persons nominated for
election to the Board of Trustees at the Meeting,
Messrs. D. Michael G. Stewart, Donald R. Gardner,
John E. Panneton, Eric L. Schwitzer, W. Mark
Schweitzer and Douglas W. Palmer are considered to
be independent trustees. For further information in
this regard, see Appendix "A" hereto.

The Board of Directors’ fundamental objectives are to
enhance and preserve long-term sharecholder value
and, as a result, Unitholder value, and to ensure
Esprit Exploration Ltd. meets its obligations on an
ongoing basis and that it operates in a reliable and
safe manner. The mandate of the Board of Directors,
as prescribed by corporate statute, is to manage or
supervise the management of the business and affairs
of Esprit Exploration Ltd., and to act honestly and in
good faith with a view to the best interests of Esprit
Exploration Ltd. In performing its functions, the
Board of Directors also considers the legitimate
interests its other stakeholders, such as employees
and communities, may have in Esprit Exploration
Ltd. and Esprit. In broad terms, the Board of
Directors is involved in strategic planning, financial
reporting, risk management and risk mitigation,
composition of senior management, communication
planning and internal control integrity. The
responsibilities and obligations of the Board of
Directors are set forth in a written mandate of the
Board of Directors, a copy of which is attached
hereto as Appendix "C". The Board of Directors
annually reviews its mandate and considers changes
as appropriate.

The Board of Directors is composed of eight
members. Persons elected to the Board of Trustees at
the Meeting will also be appointed to the Board of
Directors. Six of the eight persons nominated for
election to the Board of Trustees at the Meeting, who
if elected will also be appointed to the Board of
Directors, Messrs. D. Michael G. Stewart, Donald R.
Gardner, John E. Panneton, Eric L. Schwitzer, W.
Mark Schweitzer and Douglas W. Palmer are
considered to be independent directors. For further
information in this regard, see Appendix "A" hereto.

Committees of the Board and Composition

The standing committees of the Board of Trustees
and Board of Directors are an integral part of
governance structure of Esprit as they facilitate
effective board decision-making by providing
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recommendations on matters within their respective
responsibilities. The Board of Trustees has one
committee, the Audit Committee, and the Board of
Directors has one committee, the Human Resources
and Corporate Governance Committee. Each
committee consists of a minimum of three trustees or
directors, as applicable, and there is a requirement
that all committee members shall be independent.
One member of each committee is designated as
Chair. Each member of the Audit Committee is
required to be "financially literate” (i.e., possess the
ability to read and understand financial statements).
The Boards give consideration to the periodic
rotation of membership of each committee and, from
time to time as the Boards see fit, chairmanship of the
committees.

Audit Committee

The Audit Committee has been established to assist
the Board of Trustees of Esprit in carrying out its
oversight responsibility for Esprit's and its
subsidiaries’ and affiliates' internal controls, financial
reporting and risk management processes. The Audit
Committee has unrestricted access to personnel and
documents and is provided with the resources
necessary to carry out its responsibilities. The Audit
Committee and the external auditors meet at least
quarterly without the presence of Esprit management
to review any areas of material disagreement between
management and the external auditors or other issues
of concern, including assessing the cooperation
received by the auditors in the conduct of their audit
and their access to all requested records, data and
information. As necessary or desirable, any member
of the Audit Committee may also request that the
external auditors be present at any other meetings of
the Audit Committee.

The responsibilities and obligations of the Audit
Committee are set forth in a written mandate, a copy
of which is attached hereto as Appendix "D". The
Audit Committee annually reviews its mandate and
considers changes as appropriate.

The Audit Committee is currently comprised of
Messrs. W. Mark Schweitzer (Chair), Donald R.
Gardner, Eric L. Schwitzer and Douglas W. Palmer,
each of whom is independent and financially literate.
The Chair of the Board of Trustees is ex officio a
member of the Audit Committee.

A description of certain matters relating to the Audit
Committee is set forth under the heading "Audit
Committee Matters” in the AIF, a copy of which is
available on the Canadian System for Electronic
Document Analysis and Retrieval (SEDAR) website
at www.sedar.com.

Human Resources and Corporate Governance
Committee

The Human Resources and Corporate Governance
Committee has been established to assist the Board of
Directors in reviewing and making recommendations
to the Board of Directors in tespect of (i) human
resource policies, practices and structures; (i1) matters
related to corporate governance, (iii) the nomination
of candidates for election to the Board; and (iv)
matters related to the compensation of executive
officers of the Corporation and members of the
Board.

The responsibilities and obligations of the Human
Resources and Corporate Governance Committee are
set forth in a written mandate, a copy of which is
attached hereto as Appendix "E". The Human
Resources and Corporate Governance Committee
annually reviews its mandate and considers changes
as appropriate.

The Human Resources and Corporate Governance
Committee is currently comprised of Messrs. John E.
Panneton (Chair), Donald R. Gardner, Eric L.
Schwitzer and Douglas W. Palmer, each of whom is
independent. The Chair of the Board of Directors is
ex officio a member of the Human Resources and
Corporate Governance Committee.

Meetings of the Board and the Committees

Each of the Board of Trustees and the Board of
Directors meet in person at least five times annually.
In addition to regular quarterly meetings, once per
year the Board of Trustees and Board of Directors
meet with the management team for two days of
business discussions and strategy planning. The
Board of Trustees and Board of Directors hold
additional unscheduled meetings from time-to-time
as business needs require. The Board of Trustees
held 12 meetings in Esprit's last financial year, eight
times in person and four times by telephone
conference call. The Board of Directors held 19
meetings in Esprit's last financial year, 10 times in
person and nine times by telephone conference call.

Regular meetings of the committees are held
throughout the year as required, and the Audit
Committee meets at least four times per year in
conjunction with the review and approval of annual
and quarterly financial statements, management
discussion and analysis and reports to Unitholders.
Fach committee can hold unscheduled additionai
meetings from time to time as business needs require
or as may be requested by a member of the Board of
Trustees or Board of Directors.  The Audit
Committee held seven meetings in Esprit's last




financial year, five times in person and two times by
telephone conference call. The Human Resources
and Corporate Governance Committee held seven
meetings in Esprit's last financial year, five times in
person and two times by telephone conference call.

The following table reflects the attendance of each of
the trustees/directors for the year ended December
31, 2005 for meetings of the Board of Trustees and
Board of Directors and committees of which each
was a member.

Number of Meetings Attended

18

Board Board
of of
Trustee/Director Trustees  Directors Committee
| D.Michael G. Stewart ~ 12/12 1919 13/14
“Donald R, Gardner 11712 19719 14714
f’“"JS}Tﬁ“ET‘P’éHﬁéE&{“”” Tz 189 77
“Fric L. Schwitzer  12/12  18/19 1414
“W.Mark Schweizer™ 910 1718 55
Douglas W. Palmer” 10/10  16/18 (il
" Stephen J. Savidant  12/12 19/19 NA
“Stephen B, Soules 1212 1919 NaA

Note:

(1) Messrs. Schweitzer and Palmer were appointed to the Board of
Trustees and Board of Directors on February 16, 2005 and their
attendance is for those meetings held after their appointment.

Code of Business Ethics

Esprit has adopted a Code of Business Ethics and
Conduct (the "Code™), which applies to all trustees of
Esprit and directors, officers, employees and
consultants of Esprit Exploration Ltd. The Code
affirms Esprit's policy that the conduct of every
trustee, director, officer, employee and consultant is
based upon the highest ethical standards. The Code
also contains Esprit's "whistle blower" policy, which
sets forth the procedure for individuals to make
complaints regarding accounting and financial
reporting matters or any other matter on a
confidential and anonymous basis.  Complaints
regarding accounting and financial reporting matters
are handled by the Chair of the Audit Committee, an
independent member of the Board of Trustees, and
complaints other than accounting and financial
reporting matters are handled by the appropriate
senior officer of Esprit. Complaints relating to
matters other than accounting and financial reporting
but involving a senior officer of Esprit Exploration
Ltd. are handled by the Chairman of the Board of
Trustees, who is also an independent member of the
board. Every trustee, director, officer employee and
consultant 1s required to sign and acknowledge their
compliance with the Code. Each quarter,
management reports to the Audit Committee as to
whether there has been any breaches of the Code or
reports under the "whistle blower" policy. A copy of
the Code is available on the SEDAR website at
www.sedar.com.

ADDITIONAL INFORMATION

Additional information relating to Esprit is available
on the SEDAR website at www.sedar.com. Financial
information of Esprit is provided in the comparative
financial statements and management discussion and
analysis of Esprit for the most recently completed
Copies of the financial statements,

financial year.

management discussion and analysis and annual
information form of Esprit may be obtained from the
Secretary of Esprit at Suite 900, 606 — 4th Street
S.W., Calgary, Alberta T2P 1T1 or by facsimile at
(403) 213-3735.







| APPENDIX "A"

STATEMENT OF CORPORATE GOVERNANCE PRACTICES

The governance practices of Esprit in relation to the disclosure requirements of NI 58-101, taking into account the
particular structure of Esptit, are set out below.

Governance Disclosure Guideline under NI 58-101 Governance Procedures at Esprit

1. Board of Trustees and Board of Directors i

(a) Disclose the identity of Trustees/Directors who  Messrs. D. Michael G. Stewart, Donald R. Gardner, John E. Panneton, Eric
are independent. L. Schwitzer, W. Mark Schweitzer aid Douglas W. Palmer are |
independent Trustees/Directors. “

ww(b) Discloggﬁl*e}ae'h{i&'bf Trustees/Directors who  Messrs. Savidant and SoﬁTgsi?ﬁ;rent Trustees/Directors, and Ivfrw.‘M;érs, a
are not independent, and describe the basis for nominee for election as a Trustee/Director, are not independent
that determination. Trustees/Directors due to their positions as officers of the Corporation.

(c) Disclose whether or not a majority of A majority of the nominees to the Board of Trustees and Board of ;
Trustees/Directors are independent. If a Directors, specifically six of the eight members thereof, are independent. |
majority of Trustees/Directors are not
independent, describe what the Board does to
facilitate its exercise of independent judgment

, in carrying out its responsibilities. ;

! — P —— |

(d) If a Trustee or Director is presently a trustee or  The following Trustees and Directors currently serve on the board of the
director of any other issuer that is a reporting  reporting issuers (or equivalent) listed below':

issuer (or the equivalent) in a jurisdiction or a . ) N . .
foreign jurisdiction, identify both the D. Michael G. Stewart: Canadian Energy Services Inc. (managing

Trustee/Director and the other issuer. partner of Canadian Energy Services L.F)

Donald R. Gardner: Intermap Technologies Corporation
Canadian Spirit Resources Inc.
John E. Panneton: Viceroy Homes Limited
Eric L. Schwitzer: Versacold Income Fund
SNP Health Split Corp.
SNP Split Corp.

Pitchstone Exploration Ltd.

(e) Disclose whether or not the independent Followiffé each meeting, the Board conducts "in camera" sessions, at |
Trustees/Directors hold regularly scheduled which members of management are not in attendance. As such, the
meetings at which members of management are number of in camera meetings held during the preceding 12 months is |
not in attendance. If the independent equal to the number of Board meeting held during such time as set forth
Trustees/Directors hold such meetings, disclose under "Statement of Corporate Governance Practices - Meetings of the ;

i the number of meetings held during the Board and the Committees” in the Information Circular, |

| preceding 12 months. If the independent

Trustees/Directors do not hold such meetings,
| describe what the board does to facilitate open
| and candid discussion among its independent

Trustees/Directors.

!
All of the members of the committees of the Board are independent |
Directors/Trustees and management is not present for a portion of each of ‘
such meetings. The number of committee meetings held during the ‘
preceding 12 months is set forth under "Statement of Corporate |
Governance Practices - Meetings of the Board and the Committees” in the |
Information Circular. |

s : e e - . r

(f) Disclose whether or not the chair of the Board Mr. D. Michael G. Stewart, the Chair of each of the Board of Trustees and

is independent. If the Board has a chair or lead  the Board of Directors, is independent. The role and responsibilities of the

Trustee/Director who is an independent Chair of the Board of Trustees and the Board of Directors is described in

Trustee/Director, disclose the identity of the the Chair's position description, which is available on the SEDAR website

independent chair or lead Trustee/Director, and  at www.sedar.com.

describe his or her role and responsibilities. If

the Board has neither a chair that is

independent nor a lead Trustee/Director that is

independent, describe what the Board does to

provide leadership for its independent

' Unless otherwise indicated, all issuets noted above are reporting issuers in one or more Canadian Jurisdictions.

D——




Trustees/Directors.

A-2

Disclose the attendance record of  each
Trustee/Director for all Board meetings' held
since the beginning of the i 1ssuers ‘most recently
completed financial year.

(g

The attendance record of each Trustee/Director for all Board meetings held
during the year ended December 31, 2005 is disclosed under "Statement of
Corporate Governance Practices - Meetings 0f the Board and the
Commjttees" in the Infonnanon ercular ‘

Mandates of the Board of Trusteés and the Board

2.
of Directors
Disclose the text of the Boards' written mandates. If The mandate of the Board of Trustees is attached as Appendix "B" to the
the Board does not have a written mandate, describe  Information Circular. The mandate of the Board of Directors is attached as
how the Board delineates its role and Appendix "C" to the Information Circular.
responsibilities.
3. Position Descriptions ; R : !
(a) Disclose’ whether. or not tﬁe Board has The Boards have ‘developed written posifion describtions for the Chair of i
developed written position descriptions for the the Board ‘'of Trustees and Board of Directors and the Chair of each ;
chair and the chair of each Board committee.. If  committee of the Board, specifically the Audit Comittee and the Human %
the Board has not developed written position Resources and Corporate Governance Committee. j
| descriptions for the chair and/or the chair of : ‘ ‘
each Board committee, briefly: describe how !
the board delineates the! role - and } !
" responsibilities of each such position. X ? ‘ {
L : i
(b) Disclose whether or not the Board and CEO  The Board has developed a written position description for the CEO.
have developed a written position description
for the CEO. If the Board and CEO have not
developed such a position description, briefly
describe how the Board delineates the role and
responsibilities of the CEO.
4. Orientation and Continuing Education ;
{(a) Briefly describe what measures the, Board takes: Senior management: of Esprit oversees an' orientation program for new 5
to orient new trustees regarding (i) the role of  Trustees and Directors, which provides an overview of Esprit's history and |
the Board, its ~committees ; and its development, a discussion regarding personnel atters; an examination of f
; Trustees/Directors, and (ii) the mature and" Esprit's asseis and financial position, and.a revzew of the Trust's strategy ;
! operation of the issuer's business. and executxon ‘as well as significant issues facmg the busmess |
i
Esprit has developed a Board manual contammg Espnt s public disclosure |
documents, meeting minutes, written policies and guidelines and relevant !
j business and operational information. The manual is updated as required. |
(b) Briefly describe what measures, if any, the Esprit undertakes ongoing education efforts that include regular briefings
Board takes to provide continuing education for  from management on industry and market developments. The Board is
its Trustees/Directors. If the Board does not also provided with information and briefings on new regulations and
provide continuing education, describe how the legislation respecting accounting and forecast standards and reporting and
board ersures that its Trustees/Directors disclosure requirements. Furthermore, each director has a budget for
maintain the skill and knowledge necessary to  external educational initiatives.
meet their obligations as Trustees/Directors.
| 5. Ethical Business Conduct

(a) Disclose whether or not the Board has adopted
a written code for the Trustees/Directors,
officers and employees. If the Beard has

adopted a written code: (i) disclose how a

person of company may obtain a copy of the
code; (ii) describe how the Board monitors
compliance with its code, or if the Board does
not monitor compliance, explain whether and
how the Board satisfies itself regarding
compliance with its code; and (iii} provide a
cross-reference to any material change report
filed since the beginning of the issyer's most

The Board has déveloped a Code of Business Ethics and Conduct, which is
available on the SEDAR website at www.sedar.com. . The Code of
Business Ethics and Conduct, including the mfanner in which the Board
mouitors- compliance with the code, is described under "Statement of
Corporate. Governance Practices - Code of | Busmess Ethics” in the
Information Circular.




" recently completed financial year that pertains

to any conduct of a trustee or executive officer
that constitutes a departure from the code.

() Describe any steps the Board takes to ensure

Trustees/Directors’ independent judgment in
considering transactions and agreements in
respect of which a Trustee/Director or
executive officer has material interest.

()

Esprits Code of Business Ethics and Conduct provides that
Trustees/Directors should not enter into any transaction or engage in any
practice directly or indirectly, which would tend to influence him or her to

act in any manner other than in the best interests of the Corporation.

In those circumstances where a Trustee/Director has a direct or indirect
interest in a material contract or material transaction which involves the
Corporation, the Director is subject to the requirements of the Canada
Business Corporations Act and further required by the Code of Business
Ethics and Conduct to declare their interest and abstain from voting on the
contract or transaction.

Describe any other steps the Board takes to
encourage and promiote a culture of ethical
business conduct.

Officers and érﬁﬁoyees of Esprit are required, upon comme?xcemenm]
their employment, to certify compliance with Code of Business Ethics and |
Conduct. Esprit also conducts reference checks on new employees and
conducts thorough interviews prior to hiri ng any new employees.

Nomination of Trustees/Directors
(a) Describe the process by which the Board The Human Resources and Corporate Governance Committee serves as the
identifies new  candidates for Board nominating committee of the Board. The Human Resources and Corporate
nomination. Governance Committee identifies potential candidates and reviews the
qualifications of potential candidates for the Board. In particular, the
Human Resources and Corporate Governance Committee assesses, among
other factors, industry experience, functional expertise, financial literacy
and expertise, board experience and diversity of background. The Human
Resources and Corporate Governance Committee also considers potential
conflicts arising in connection with potential candidates for the Board.
Upon such review, and after conducting appropriate due diligence, the
Human Resources and Corporate Governance Committee makes
recommendations on candidates to the Board.
! (b) Disclose whether or not the Board has a The Human Resources and Corporate Governance e Committee of the Board |
nominating committee composed entirely of of Directors serves as the nominating committee of the Board and is \
i independent Trustees/Directors. If the Board composed of four independent Directors.
does not have a nomination committee
composed entirely of  independent ?
Trustees/Directors, describe what steps the |
| Board takes to encourage an objective
nomination process. ‘;
L e e - |
(c) If the Board has a nomination committee, The Human Resources and Corporate Governance Committee has been
describe the responsibilities, powers and established to assist the Board of Directors in reviewing and making
operation of the nominating committee. recommendations to the Board of Directors in respect of, among other
things, the nomination of candidates for election to the Board. The Human
Resources and Corporate Governance Committee is composed of three
independent Directors.
For further information concerning the responsibilities, powers and
operation of the Human Resources and Corporate Governance Committee,
see "Statement of Corporate Governance Practices - Committees of the
Board and Composition" and the text of the mandate of the Human
Resources and Corporate Governance Committee attached as Appendix
"E" to the Information Circular.
; 7. Compensation (
1 {a) Describe the process by which the Board The Human Resources and Corporate Governance Committee serves as the |

determines the compensation for the issuer's
Trustees/Directors and officers,

compensation committee of the Board. The Human Resources and ‘
Corporate Governance Committee is responsible for the Corporation's |
approach to human resource issues, including the compensation of |
Trustees/Directors and officers and makes recommendations to the Board |
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In serving this function, the Human |
Governance Committee  surveys the

of Directors in: those matters,
Resources and . Corporate

compensation levels of Esprit's peers on an ongoing basis and obtains the 5’
-advice of mdustry consultants from time to time, v

i

i

}

(b) Disclose whether or not the Board has a
compensation committee composed entirely of
independent Trustees/Directors. If the Board
does not have a compensation committee
composed entirely of independent
Trustees/Directors, describe what steps the
Board takes to ensure an objective process for
determining such compensation.

The Human Resources and Corporate Governance Committee of the Board
of Directors serves as the compensation committee of the Board and is
composed of four independent Directors.

ey

If the Board has a compensation committee,
describe ~the responsibilities, | powers  and
operation of the compensation committee.

(©)

The Human Resources and Corporate, Governance’ Committee has been |
established "to assist the Board of Directors in reviewing and making |
recommendations to the Board of Directors in respect of, among other |
things, matters related to the compensation of executive officers of the |
Corporation: and members of the Board. The Human Resources and |

Corporate:. Governance Committee is composed of four independent
Directors.

For further " information concerning the responsibilities,
operation of the Human Resources and Corporate Governance Committee,
see "Statement of Corporate Governance {Practices - Committees of the
Board and Composition" and the text of the mandate of the Human
Resources and Corporate Governance Commntee attached as Appendix
“E" to the Information Circular. ‘

¢
powers and |

If a compensation consultant or advisor has, at
any time since the beginning of the issuer's
most recently completed financial year, been
retained to assist in determining compensation
for any of the issuer's Trustees/Directors and
officers, disclose the identity of the consultant
or advisor and briefly summarize the mandate
for which they have been retained. If the
consultant or advisor has been retained to
perform any other work for the issuer, state that
face and briefly describe the nature of the
work.

(d

Esprit did not retain any compensation consultant or advisor during the
year ended December 31, 2005.

Other Board Committees

If the Board has standing committees other than the
audit, compensation and nominating committees,
identify the committees and describe their function.

The Board does not have any standing committees other than the Audit
Committee and the Human Resources  and Corporate Governance
Committee. The Human Resources and Govemance Committee also

serves -the furctions normally performed . by a Compensatxon and |

Nominating Commmee

Assessments

Disclose whether or not the Board, its commitiees
and individuval Trustees/Directors are regularly
assessed with respect to their effectiveness and
contribution. If assessments are regularly
conducted, describe the process used for the
assessments.  If assessments are not regularly
conducted, describe how the Board satisfies itself
that the Board, its committees, and its individual
trustees are performing effectively.

The Human Resources and Corporate Governance Committee reviews the
effectiveness of the Board, its committees and individual
Trustees/Directors.

Under the direction of the Human Resources and Corporate Governance
Committee, Esprit has developed a Board effectiveness questionnaire
which is completed on an annual basis. The Human Resources and
Corporate Governance Committee reviews recommendations arising out of
the questionnaire and implements such changes arising therefrom as it
considers appropriate.




| APPENDIX "B"

MANDATE OF THE BOARD OF TRUSTEES

The term "Trust" herein shall refer to Esprit Energy Trust and the term "Board" shall refer to the board of Trustees
of the Trust.

The Board is responsible for the stewardship of the affairs of the Trust. The Board seeks to discharge such
responsibility by reviewing and discussing the Trust's investments, and in particular the Trust's interest in Esprit
Exploration Ltd. ("Esprit"), and monitoring the stewardship of Esprit by Esprit's board of directors.

The Board is responsible for establishing and maintaining a culture of integrity in the conduct of the affairs of the
Trust. The best interests of the Trust must be paramount at all times.

DUTIES OF TRUSTEES

The Board discharges its responsibilities directly and through an Audit Committee comprised of certain of its
members. The Board's primary role is of overseeing the affairs of the Trust and its principal duties include, but are
not limited to the following categories:

Oversight of Trust

1. The Board has the responsibility for the overall management of the Trust, including strategy and operations to
ensure the long term success of the Trust and to maximize total unitholder return.

2. The Board's responsibility includes ensuring that the Trust operates in accordance with the terms of the Trust
Indenture dated August 16, 2004 pursuant to which the Trust was created, the Amended and Restated Trust
Indenture dated September 30, 2004 and June 30, 2005, and any further amendments or restatements thereof
(collectively the "Trust Indenture").

3. The Board retains the responsibility for managing its own affairs by giving its approval for its composition, the
selection of the Chair of the Board, candidates nominated for election to the Board, committee and committee
chair appointments, committee mandates and trustee compensation.

4. The Board may delegate to committees or otherwise in accordance with the Trust Indenture matters it is
responsible for, including the approval of financial results, the oversight of internal control systems and the
approval of continuous disclosure documents, but the Board retains its oversight function and ultimate
responsibility for these matters and all other delegated responsibilities.

5. The Board is responsible for reviewing and approving material transactions involving the Trust and those
matters which the Board is required to approve under the Trust Indenture including the establishment of the
Trust's distribution policy, the payment of distributions, the purchase and issuance of units, acquisitions and
dispositions of material assets by the Trust and material expenditures by the Trust.

Monitoring of Performance of Esprit and Other Financial Reporting Matters

1. The Board will review and question the strategies and plans of Esprit. The Board is responsible for considering
appropriate measures it may take as an investor in Esprit if the performance of Esprit falls short of its goals or if
other special circumstances warrant,

2. The Board may, in accordance with the Trust Indenture, delegate operational related matters relating to Esprit to
the board of directors of Esprit and has done so by virtue of an Administration Agreement dated September 30,
2004 and, in respect of such delegation, the Board shall monitor and oversee compliance with the terms of such
Administration Agreement by Esprit.

3. The Board shall be responsible for approving the annual audited financial statements and the notes thereto and
management’s discussion and analysis accompanying such financial statements and any press releases related
thereto.
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4. The Board shall be responsible for approving the quarterly unaudited financial statements and the notes thereto
and management's discussion and analysis accompanying such financial statements and any press releases
related thereto.

Policies and Procedures

1. The Board is responsible for:

(2)

(b

(©

(@

approving and monitoring compliance with all significant policies and procedures by which the Trust is
operated;

approving policies and procedures designed to ensure that the Trust operates at all times within applicable
laws and regulations and to the highest ethical and moral standards;

enforcing obligations of the trustees respecting confidential treatment of the Trust's proprietary information
and Board deliberations; and

ensuring that individual trustees are appropriately prepared for meetings of the Board and maintain an
acceptable attendance record. '

Communications and Reporting

1. The Board is responsible for:

(@

it

(©)
(d)

(e)
6]
)

overseeing the accurate reporting of the financial performance of the Trust to unitholders, other security
holders and regulators on a timely and regular basis;

overseeing that the financial results are reported fairly and in accordance with generally accepted
accounting standards and related legal disclosure requirements;

ensuring the integrity of the internal control and management information systems of the Trust;

taking steps to ensure the timely disclosure of any other developments that have a significant and material
tmpact on the Trust;

reporting annually to unitholders on its stewardship for the preceding year;
reviewing periodically the investor relations and communications strategy of the Trust; and

overseeing the Trust's implementation of systems which accommodate feedback from unitholders.
Unitholders wishing to communicate directly with the independent directors may send private and
confidential correspondence to Esprit Energy Group, suite 900, 606-4th Street S.W., Calgary, Alberta, T2P
1T1, Attention: Chairman. Such correspondence will be delivered, unopened, to the Chairman of the Board
of Trustees.
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Policy Statement

The Boatd of Directors (the "Board") of Esprit Exploration Ltd. (the "Corporation”) has the responsibility to oversee
the conduct of the business of the Corporation and 1o oversee the activities of management who are responsible for
the day-to-day conduct of the business of the Corporation.

Recognizing that the Corporation is whoily owned by Esprit Energy Trust (the "Trust”) and, pursuant to the
Administration Agreement dated September 30, 2004 between the Trust and the Corporation, the Corporation has
the responsibility to carry on the business of the Trust, the Board has adopted this Mandate in furtherance of
discharging its duties under such Administration Agreement.

Composition and Operation

The Board is to be constituted of a majority of individuals who qualify as unrelated directors. An unrelated director
is one who is independent of management and is free from any interest and any business or other relationship which
could or could reasonably be perceived to materially interfere with the director’s ability to act with a view to the best
interests of the Corporation or the Trust other than interests and relationships arising from securityholdings of the
Trust or the Corporation.

The Board operates by delegating certain of its authorities to management and by reserving certain powers to itself.
The Board retains the responsibility of managing its own affairs including selecting its Chairman, constituting
committees of the full Board and determining compensation for the directors. Subject to the Articles and By-Laws
of the Corporation and the Canada Business Carporations Act, the Board may constitute, seek the advice of and
delegate powers, duties and responsibilities to committees of the Board.

Responsibilities

The Board's fundamental objectives are to enhance and preserve long-term shareholder and, as a result, total
unitholder return, to ensure the Corporation meets its obligations on an ongoing basis (including payments on the
outstanding notes from the Corporation to the Trust) and that the Corporation operates in a reliable and safe manner.
In performing its functions, the Board should also consider the legitimate interests its other stakeholders such as
employees, customers and communities may have in the Corporation and the Trust. In broad terms, the stewardship
of the Corporation involves the Board in strategic planning, financial reporting, risk management and mitigation,
composition of senior management, communication planning and internal control integrity.

Specific Duties

1. Legal Requirements

(a) The Board has the oversight respousibility for meeting the Corporation's legal requirements and for
properly preparing, approving and maintaining the Corporation's documents and records.

{v) The Board has the statutory responsibility to:

(i) manage the business and affairs of the Corporation;
(i1) act honestly and in good faith with a view to the best interests of the Corporation;
(111) exercise the care, diligence and skill that responsible, prudent people would exercise in

comparable circumstances; and

(iv) act in accordance with its obligations contained in the Canada Business Corporations Act and the
regulations thereto, the Articles and By-Laws of the Corporation, and other relevant legislation
and regulations.

(c) The Board has the statutory responsibility for considering the following matters (where applicable) as a full
Board which in law may not be delegated to management or to a committee of the Board:
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() any submission to the shareholders of a question or matter requiring the approval of the
shareholders;

(ii) the filling of a vacancy among the Directors;

(111) the issuance of securities;

(iv) the declaration of dividends;

v) the purchase, redemption or any other form of acquisition of shares issued by the Corporation;

(vi) the payment of a commission to any‘ person in consideration of his/her purchasing or agreeing to

purchase shares of the Corporation from the Corporation or from any other person, or procuring or
agreeing to procure purchasers for any such shares;

{vii) the approval of management proxy circulars; and

(viii) the approval of any take-over bid circular or directors’ circular.
Independence
The Board shall héve the responsibility to:

(a) implement appropriate structures and procedures to permit the Board to function independently of
management;

(b) implement a system which enables an individual director to engage an outside advisor at the expense of the
Corporation in appropriate circumstances; and

{c) provide an orientation and education program for newly appointed members of the Board.
Corporate Governance

The Board shall, with the assistance of the Human Resources and Corporate Governance Committee, develop
and maintain the Corporation's approach to corporate governance.

Strategy Determination
The Board shall:

{a) adopt and annually review a strategic planning process and approve the corporate strategic plan, which
takes into account, among other things, the opportunities and risks of the business; and

(b) annually review operating and financial performance results relative to established strategy, budgets and
objectives.
Managing Risk

The Board has the responsibility to understand the principal risks of the business in which the Corporation is
engaged, to achieve a proper balance between risks incurred and the potential return to shareholders and, as a
result, unitholders, and to confirm that there are systems in place which effectively monitor and manage those
risks with a view to the long-term viability of the Corporation.

Appointment, Training and Monitoring of Senior Management
The Board shall:

(a) appoint the Chief Executive officer ("CEO") and senior officers, approve (upon recommendations from the
Human Resources and Corporate Governance Committee) their compensation, and monitor the CEQ's
performance against a set of mutually agreed corporate objectives directed at maximizing shareholder
value;

(b) ensure that a process is established that adequately provides for succession planning including the
appointment, training and monitoring of senior management; and

{c) establish limits of authority delegated to management.




7. Reporting and Communication
The Board has the responsibility to:

(a) verify that the Corporation has in place policies and programs to enable the Corporation, for and on behalf
of the Trust, to communicate effectively with the Trust's unitholders, other stakeholders and the public
generally;

(b) verify that the financial performance of the Corporation and the Trust is reported to unitholders of the
Trust, other security holders and regulators on a timely and regular basis;

(c) verify that the financial results are reported fairly and in accordance with generally accepted accounting
standards;

(d) verify the timely reporting of any other developments that have a significant and material impact on the
value of the Corporation; and

(e) report annually to unitholders of the Trust on its stewardship of the affairs of the Corporation for the
preceding year.

8  Monitoring and Acting
The Board has the responsibility to:
(a) oversee the Corporation's compliance with applicable audit, accounting and reporting requirements;

(b) verify that the Corporation operates at all time within applicable laws and regulations to the highest ethical
and moral standards;

(c) approve and monitor compliance with significant policies and procedures by which the Corporation is
operated,

(d) monitor the Corporation's progress towards its goals and objectives and to revise and alter its direction
through management in response to changing circumstances;

(e) take such action as it determines appropriate when performance falls short of its goals and objectives or
when other special circumstances warrant; and

(f) verify that the Corporation has implemented adequate internal control and information systems which
ensure the effective discharge of its responsibilities.

9. Disclosure of Oil and Gas Activities

The Board shall have the responsibility to oversee and review the evaluation and reporting of the Corporation’s
oil and gas activities in accordance with the Corporate Reserves Policy and Practices and in executing its
responsibilities thereunder shall appoint and maintain direct contact with the independent reserves evaluators of
the oil and gas assets of the Corporation, review the Corporation's procedures for providing information to the
independent reserves evaluators and review and approve filings relating to disclosure of its oil and gas activities
prescribed by National Instrument 51-101 in a timely manner to ensure compliance with National Instrument
51-101.

10. Environmental, Health and Safety Matters
The Board shall review the effectiveness and adequacy of safety and environmental control, reporting, training
and response procedures which may include:
(a) discussing the Corporation's safety and environmental policies with management;
{(b) discussing safety and environment standards with management in relation to current regulations;

(c) reviewing the Corporation's procedures for identifying, controlling, reporting and responding to safety and
environmental incidents;

(d) monitoring the Corporation's safety and environmental training and staff evaluation practices;

(e) reviewing the Corporation's system of record keeping and obtaining base-line environmental data;
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(f) reviewing the Corporation's methods of evaluating compliance with the Corporation's policies and
regulatory requirements and discussing the results with management; and

(g) reviewing the Corporation's accounting and reporting of environmental costs, liabilities and contingencies.
Other Activities
(a) The Board shall prepare and distribute the schedule of Board meetings for each upcoming year.

(b) The Board may perform any other activities consistent with this mandate, the By-Laws of the Corporation
and any other governing laws as the Board determines necessary or appropriate.




APPENDIX "D" MANDATE OF THE AUDIT COMMITTEE

Policy Statement

It is the policy of Esprit Energy Trust (the "Trust”) to establish and maintain an Audit Committee, composed entirely
of independent trustees, to assist the Board of Trustees (the "Board") in carrying out their oversight responsibility
for the Trust's and its subsidiaries and affiliates (collectively "Esprit") internal controls, financial reporting and risk
management processes. The Audit Committee will be provided with resources commensurate with the duties and
responsibilities assigned to it by the Board including administrative support. If determined necessary by the Audit
Committee, it will have the discretion to institute investigations of improprieties, or suspected improprieties within
the scope of its responsibilities, including the standing authority to retain special counsel or experts.

Composition of the Committee

1. The Audit Committee shall consist of at least three trustees. The Board shall appoint the members of the Audit
Committee and may seek the advice and agsistance of the Human Resources and Corporate Governance
Committee of its subsidiary Esprit Exploration Ltd. (the "Corporation") in identifying qualified candidates. The
Board shall appoint one member of the Audit Committee to be the Chair of the Audit Committee.

2. Each trustee appointed to the Audit Committee by the Board shall be an outside trustee who is unrelated. An
outside, unrelated trustee is a trustee who is independent of management and is free from any interest, any
business or other relationship which could, or could reasonably be perceived, to materially interfere with the
director’s ability to act with a view to the best interests of the Corporation, other than interests and relationships
arising from shareholding. In determining whether a director is independent of management, the Board shall
make reference to the then current legislation, rules, policies and instruments of applicable regulatory
authorities.

3. Each member of the Audit Committee shall be "financially literate”. In order to be financially literate, a
director must be, at a minimum, able to read and understand basic financial statements, and at least one member
shall have "accounting or related financial management expertise”, meaning the ability to analyze and interpret
a full set of financial statements, including the notes attached thereto, in accordance with Canadian generally
accepted accounting principles.

4. A trustee appointed by the Board to the Audit Committee shall be a member of the Audit Committee until
replaced by the Board or until his or her resignation.

5. The Chairman shall be an ex officio member of the Committee.

Meetings of the Committee

1. The Audit Committee shall convene a minimum of four times each year at such times and places as may be
designated by the Chair of the Audit Committee and whenever a meeting is requested by the Board, a member

of the Audit Committee, the auditors, or a senior officer of the Corporation. Meetings of the Audit Committee
shall correspond with the review of the quarterly financial statements and management discussion and analysis.

2. Notice of each meeting of the Audit Committee shall be given to each member of the Audit Committee and to
the auditors, who shall be entitled to attend each meeting of the Audit Committee and shall attend whenever
requested to do so by a member of the Audit Committee.

3. Notice of 2 meeting of the Audit Committee shall:
(a) be in writing;
(b) state the nature of the business to be transacted at the meeting in reasonable detail;
(c) to the extent practicable, be accompanied by copies of documentation to be considered at the meeting; and

(d) be given at least two business days prior to the time stipulated for the meeting or such shorter period as the
members of the Audit Committee may permit.
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4. A quorum for the transaction of business at a meeting of the Audit Committee shall consist of a majority of the
members of the Audit Committee. However, it shall be the practice of the Audit Committee to require review,
and, if necessary, approval of certain important matters by all members of the Audit Committee.

5. A member or members of the Audit Committee may participate in a meeting of the Audit Committee by means
of such telephonic, electronic or other communication facilities, as permits all persons participating in the
meeting to communicate adequately with each other. A member participating in such a meeting by any such
means is deemed to be present at the meeting.

6. In the absence of the Chair of the Audit Committee, the members of the Audit Committee shall choose one of
the members present to be Chair of the meeting. In addition, the members of the Audit Committee shall choose
one of the persons present to be the Secretary of the meeting.

7. The Chairman of the Board, senior management of the Corporation and other parties may attend meetings of the
Audit Committee; however the Audit Committee (i) shall meet with the external auditors independent of
management as necessary, in the sole discretion of the Committee, but in any event, not less than quarterly; and
(ii) may meet separately with management.

8. Minutes shall be kept of all meetings of the Audit Committee and shall be signed by the Chair and the Secretary
of the meeting.

Duties and Responsibilities of the Committee

1. The Audit Committee's primary duties and responsibilities are to:

(a) identify and monitor the management of the principal risks that could impact the financial reporting of
Esprit;

(b) monitor and, as required, evaluate the integrity of Esprit's financial reporting process and system of internal
controls regarding financial reporting and accounting compliance;

{¢) monitor the independence and performance of Esprit's external auditors;
(d) deal directly with the external auditors to approve external audit plans, other services (if any) and fees;
(e) directly oversee the external audit process and results (in addition to items described in Section 4. below);

(f) provide an avenue of communication among the external auditors, management of the Corporation and the
Board;

{g) ensure that an effective "whistle blowing" procedure exists to permit stakeholders to express any concerns
regarding accounting or financial matters to an appropriately independent individual;

(h) ensure that an appropriate Code of Conduct is in place and understood by employees, directors and trustees
of Esprit.

2. The Audit Committee shall have the authority to:
(a) 1inspect any and all of the books and records of Esprit;

(by discuss with the management of the Corporation, its subsidiaries and affiliates and senior staff of the
Corporation, any affected party and the external auditors, such accounts, records and other matters as any
member of the Audit Committee considers necessary and appropriate;

(c) engage consultants, independent counsel and other advisors as it determines necessary to carry out its
duties; and

(d) set and pay the compensation for any advisors employed by the Audit Committee.

3. The Audit Committee shall, at the earliest opportunity after each meeting, report to the Board the results of its
activities and any reviews undertaken and make recommendations to the Board as deemed appropriate.

4. The Audit Committee shall:

(a) review the annual audit plan with the Trust's external auditors and with management of the Corporation;
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discuss with management of the Corporation and the external auditors any proposed changes in major
accounting policies or principles, the presentation and impact of significant risks and uncertainties and key
estimates and judgements of management that may be material to financial reporting;

review with management of the Corporation and with the external auditors significant financial reporting
issues arising during the most recent fiscal period and the resolution or proposed resolution of such issues;

review any problems experienced or concerns expressed by the external auditors in performing an audit,
including any restrictions imposed by management of the Corporation or significant accounting issues on
which there was a disagreement with management of the Corporation;

review with senior management of the Corporation the process of identifying, monitoring and reporting the
principal risks affecting financial reporting;

review audited annual financial statements and related documents in conjunction with the report of the
external auditors and obtain an explanation from management of the Corporation of all significant
variances between comparative reporting periods;

consider and review with management of the Corporation, the internal control memorandum or letter
containing the recommendations of the external auditors and the Corporation's management's response, if
any, including an evaluation of the adequacy and effectiveness of the internal financial controls of Esprit
and subsequent follow-up to any identified weaknesses;

review with management of the Corporation and the external auditors the quarterly unaudited financial
statements and management discussion and analysis before release to the public;

before release, review and if appropriate, recommend for approval by the Board, all public disclosure
documents containing audited or unaudited financial information, including any prospectuses, annual
reports, annual information forms, management discussion and analysis and press releases; and

oversee, any of the financial affairs of Esprit and, if deemed appropriate, make recommendations to the
Board, external auditors or management.

The Audit Committee shall:

(@

(b

(©)
(d)

©

M

evaluate the independence and performance of the external auditors and annually recommend to the Board
the appointment of the external auditor or the discharge of the external auditor when circumstances are
warranted;

consider the recommendations of management of the Corporation in respect of the appointment of the
external auditors;

pre-approve all non-audit services to be provided to Esprit by its external auditors';

approve the engagement letter for non-audit services to be provided by the external auditors or affiliates,
together with estimated fees, and considering the potential impact of such services on the independence of
the external auditors;

when there is to be a change of external auditors, review all issues and provide documentation related to the
change, including the information to be included in the Notice of Change of Auditors and documentation
required pursnant to applicable securities legislation and the planned steps for an orderly transition period;
and

review all reportable events, including disagreements, unresolved issues and consultations, as defined by
applicable securities policies, on a routine basis, whether or not there is to be a change of external auditors.

The Audit Committee shall:

(a)

(&

review with management of the Corporation at least annually, the financing strategy and plans of Esprit;
and

review all securities offering documents (including documents incorporated therein by reference) of Esprit.
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The Audit Committee shall review the amount and terms of any insurance to be obtained or maintained by
Esprit with respect to risks inherent in its operations and potential liabilities incurred by the trustees, directors or
officers of the Corporation in the discharge of their duties and responsibilities.

The Audit Committee shall review the appointments of the Chief Financial Officer of the Corporation and any
key financial managers who are involved in the financial reporting process.

The Audit Committee shall enquire into and determine the appropriate resolution of any conflict of interest in
respect of audit or financial matters, which are directed to the Audit Committee by any member of the Board, a
unitholder of the Trust, the external auditors, or senior management of the Corporation.

The Audit Committee shall periodically review with management of the Corporation the need for an internal
audit function.

The Audit Committee shall review Esprit's accounting and reporting of environmental costs, liabilities and
contingencies.

The Audit Committee shall establish and maintain procedures for:

(a) the receipt, retention and treatment of complaints received by Esprit regarding accounting controls, or
auditing matters; and

(b) the confidential, anonymous submission by employees of Esprit of concems regarding questionable
accounting or auditing matters.

The Audit Committee shall review and approve Esprit's hiring policies regarding employees and former
employees of the present and former external auditors.

The Audit Committee shall review with Esprit's legal counsel as required but at least annually, any legal matter
that could have a significant impact on the Esprit's financial statements, and any enquiries received from
regulators, or government agencies.

The Audit Committee shall assess, on an annual basis, the adequacy of this Mandate and the performance of the
Audit Committee.
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Policy Statement

It is the policy of Esprit Energy Trust (the "Trust") and Esprit Exploration Ltd. (the "Corporation”, and together with
the Trust, "Esprit") to establish and maintain a Human Resources and Corporate Governance Committee (the
"Committee"), composed entirely of independent directors, to assist the board of directors of the Corporation (the
"Board of Directors") and the board of trustees of the Trust (the "Board of Trustees", and together with the Board of
Directors, the "Boards") in carrying out their responsibilities for: (1) ensuring that the mission and strategic direction
of Esprit is reviewed annually and that the Boards and each of their committees carry out their functions in
accordance with due process; (2) assessing the effectiveness of each of the Boards, each committee of the Boards,
and the contribution of each individual director and trustee; (3) addressing governance issues; (4) identifying,
recruiting, nominating, endorsing, recommending appointment of, and orienting new directors; and (5) examining
the Corporation’s human resources and compensation policies and processes. If deemed necessary by the
Committee, it will have the discretion to investigate and conduct reviews of any human resources or compensation
matter including the standing authority to retain experts and, with approval of the Board of Directors, special
counsel.

Composition of Committee

1. The Committee shall consist of a minimum of three directors. The Board of Directors shall appoint the
members of the Committee. The Board of Directors shall appoint one member of the Committee to be the Chair
of the Committee.

2. Each director appointed to the Committee by the Board of Directors shall be an outside trustee who is unrelated.
An outside, unrelated director is a director who is independent of management and is free from any interest, any
business or other relationship which could, or could reasonably be perceived, to materially interfere with the
director’s ability to act with a view to the best interests of the Corporation, other than interests and relationships
arising from shareholding. In determining whether a director is independent of management, the Board shall
make reference to the then current legislation, rules, policies and instruments of applicable regulatory
authorities.

3. A director appointed by the Board of Directors to the Committee shall be a member of the Committee until
replaced by the Board of Directors or until his or her resignation.

4, The Chairman of the Board of Directors shall be an ex officio member of the Committee.
Meetings of the Committee

1. The Committee shall convene at such dates, times and places as may be designated or approved by the Chair of
the Committee whenever a meeting is requested by the Board of Directors, a member of the Committee, or the
CEO. The Committee shall convene a minimum of three times per year.

2. Notice of each meeting shall be given to each member of the Committee and the CEO, who shall each be
entitled to attend each meeting of the Committee and shall attend whenever requested to do so by a member of
the Committee.

3. Notice of a meeting of the Committee shall:
(2) be in writing;
(b) state the nature of the business to be transacted at the meeting in reasonable detail;
(c) to the extent practicable, be accompanied by copies of documentation to be considered at the meeting; and

(d) be given at least two business days prior to the time stipulated for the meeting or such shorter period as the
members of the Committee may permit,
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A quorum for the transaction of business at a meeting of the Committee shall consist of a majority of its
members (excluding the Chairman of the Board of Directors). However, it shall be the practice of the
Committee to require review, and, if necessary, approval of certain important matters by all members of the
Committee.

Any member of the Committee may participate in a meeting of the Committee by means of such telephonic,
electronic or other communication facilities as permit all persons participating in the meeting to communicate
adequately with each other, and a member participating in such a meeting by any such means is deemed to be
present at the meeting.

In the absence of the Chair of the Committee, the members of the Committee shall choose one of the members
present to be Chair of the meeting.

The Secretary of the Corporation shall be the Secretary of the meeting or, alternatively, the members of the
Committee may choose one of the persons present to be the Secretary of the meeting.

The CEO, Chairman and, by invitation, other parties may attend meetings of the Committee; however, the
Committee may meet separately at any time.

Minutes shall be kept of all meetings of the Committee and shall be signed by the Chair and the Secretary of the
meeting.

Minutes of Committee meetings will be sent to all Board of Directors members. Reports on the conduct of the
meetings will be made to the Board of Directors.

Duties and Responsibilities of the Committee

1.

2.

The Committee shall report regularly to the Board of Directors and bring its recommendations to the full Board
of Directors and, where appropriate, the Board of Trustees for their approval.

The Committee will review and make recommendations to the Board of Directors in respect of:

{a) human resource policies, practices and structures {to monitor consistency with Esprit’s goals and near and
long-term strategies, support of operational effectiveness and efficiency, and maximization of human
resources potential);

(b) compensation policies and guidelines;
(c) management incentive and perquisite plans and any non-standard remuneration plans;
(d) senior management, executive and officer appointments and their compensation;

(e) management succession plans, management training and development plans, termination policies and
termination arrangements;

(f) the Corporation’s senior human resource (organizational) structure;
(g) compensation matters relating to the directors and trustees; and

(h) such other matters, including matters related to corporate governance, as the Committee may deem
appropriate or as may be referred to it from time to time by the Board of Directors or Board of Trustees.

In carrying out its governance and nominating responsibilities, the Committee shall:

(a) on an ongoing basis, identify the competencies and skills most desirous in potential new Trustees and
maintain a list of potential candidates who possess those skills;

(b) in the event of a vacancy occurring on either of the Boards, however caused, the Committee shall within a
reasonable period of time, conduct an appropriate search and determine an appropriate candidate, obtain the
consent of the candidate to act as a director and trustee and recommend to the Board of Trustees a
candidate for appointment as a director and/or trustee to fill the vacancy;

(c) based upon consideration of his or her performance in office and any other factors considered relevant,
recommend to the Board of Trustees whether an individual should be nominated for election or re-election
at any annual meeting of unitholders at which he or she is eligible to be elected a trustee;

(d) review the need for and qualifications of nominees recommended by unitholders for election as trustees;




(¢) make recommendations to the Board of Trustees regarding continuing tenure of trustees and/or directors, in
accordance with policies that may be determined from time to time by the Board of Trustees;

(f) notwithstanding subparagraphs (a} through (d), the Board of Trustees may direct the Commitiee to give
consideration to other nominations or may propose, appoint, elect or nominate any person to fill any
vacancy on either of the Boards or the Committee;

(2) 1inthe event of a vacancy occurring on a committee of either of the Boards, however caused, the Committee
shall recommend to the relevant Board & person or persons for appointment as a member to fill such
vacancy;

(h) make recommendations from time to time to the Boards concerning such other matters, including matters
related to corporate governance, as the Committee may deem appropriate or as may be referred to it from
time to time by either of the Boards.

(i) annually review and evaluate the role of the Boards and their Committees and the methods and processes
by which the Boards fulfill their duties and responsibilities, including the methods and processes for
evaluating effectiveness.

(i) monitor and review annually the corporate Code of Business Ethics and Conduct Policy, the Corporate
Disclosure Policy, and corporate guidelines for maintaining confidentiality, and recommend changes and
action required to deal with breaches of policy or guidelines; and

(k) with respect to the training and development of the Boards:

1) approve any training and development experiences funded by the Corporation for the Boards as a
whole or for individual directors; and

(1) monitor and assess the value of any training programs and recommend changes.
In carrying out its human resources and compensation duties and responsibilities, the Committee shall:

(a) annually assess and make a recommendation to the Board of Directors with regard to the competitiveness
and appropriateness of the compensation package of the CEO, all other officers of the Corporation and such
other key employees of the Corporation or any other subsidiaries of the Trust as may be identified by the
CEQ and approved by the Committee (collectively, the “Designated Employees™);

(b) annually review the performance goals and criteria for the CEO and evaluate the performance of the CEO
against such goals and criteria and recommend to the Board of Directors the amount of regular and
incentive compensation to be paid to the CEO;

(¢) annually, review and make a recommendation to the Board of Directors regarding the CEO’s performance
evaluation of Designated Employees and his recommendations with respect to the amount of regular and
incentive compensation to be paid to such Designated Employees;

(d) review and make a recommendation to the Board of Directors regarding any employment contracts or
arrangements with each of the Designated Employees, including any retiring allowance arrangements or
any similar arrangements to take effect in the event of a termination of employment;

(e) periodically, review the compensation philosophy statement of the Corporation and make recommendations
for changes to the Board of Directors as considered necessary;

(H from time to time, review and make recommendations to the Board of Directors in respect of the design,
benefit provisions, investment options and text of applicable pension, retirement and savings plans or
related matters;

(g) annually, in conjunction with the Corporation’s general and administrative budget, review and make
recommendations to the Board of Directors regarding compensation guidelines for the forthcoming budget
period;

(h) when requested by the CEO, review and make recommendations to the Board of Directors regarding short
term incentive or reward plans and, to the extent delegated by the Board of Directors, approve awards to
eligible participants;

(i) when requested by the CEO, review and make recommendations to the Boards regarding performance unit
incentive plans or any other long term incentive plans and to the extent delegated by the Board of Directors,
approve grants to participants and the magnitude and terms of their participation;

—



() as required, fulfill the obligations assigned to the Committee pursuant to any other employee benefit plans
approved by the Board of Directors;

(k) annually, prepare or review the report on executive compensation required to be disclosed in the
Corporation’s information circular or any other human resource or compensation matter required to be
publicly disclosed by the Corporation;

(I) periodically, but at least every third year, review and make a recommendation to the Boards regarding the
compensation of directors and trustees;

(m) review and make recommendations to the Board of Directors regarding any material outside community or
-professional service or outside Board of Directors opportunities being considered by Designated
Employees prior to their acceptance of such positions; and

5. In addition to the foregoing, the Committee shall undertake on behalf of the Board of Directors such other
initiatives as may be necessary or desirable to assist the Board of Directors in discharging its responsibility to
ensure that appropriate human resources development, performance evaluation, compensation and succession
planning programs are in place and operating effectively.

6. The Committee shall consider any other matter properly referred to the Committee by either of the Boards, a
director or trustee, or the CEOQ, for review, recommendation or decision.

7. The Committee will review its mandate annually and recommend any changes to the Board of Directors.

The Committee shall have the authority to engage and compensate any outside advisors that it determines to be
necessary to permit it to carry out its duties, and, if deemed necessary by the Committee, meet separately with such
advisors.
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. CODE OF BUSINESS ETHICS AND CONDUCT
N —;::i::f:):{'t_n P
SEEE INTRODUCTION

Recognizing that Esprit Exploration Ltd. (the “Corporation”) is wholly owned by Esprit
Energy Trust (the “Trust”) and, pursuant to the Administration Agreement dated August
16, 2004 between the Trust and the Corporation, the Corporation has the responsibility to
carry on the business of the Trust, the Board of Directors of the Corporation has adopted
this Code of Business Ethics and Conduct policy in furtherance of discharging its duties
under such Administration Agreement.

Accordingly, it is the policy of Esprit Exploration Ltd. and its subsidiary and affiliate
companies (collectively, the "Corporation”) that the conduct of every director, officer,
employee and consultant be based upon the highest ethical standards. Also, it is
essential that the Corporation’s interactions and dealings in carrying out these activities
are honest, fair, and courteous with due regard for the protection of our business
relationships. This Code of Business Ethics and Conduct (this “Code”) affirms the policy
of the Corporation and is a guideline to:

o assure compliance with laws and regulations that govern the Corporation's
business activities;

. maintain a corporate climate in which the integrity and dignity of each individual is
valued;

. foster a standard of conduct that reflects positively on the Corporation; and

. protect the Corporation from unnecessary exposure to financial loss.

This Code does not specifically address every potential form of unacceptable conduct,
and it is expected that directors, officers, employees and consultants will exercise good
judgment in compliance with the principles set out in this Code. Each director, officer,
employee and consultant has a duty to avoid any circumstance that would violate the
letter or spirit of this Code. Unscrupulous dealings, non-compliance with this Code or the
law or other dishonest or unethical business practices are forbidden and may result in
disciplinary action, including termination of employment.

COMPLIANCE WITH LAWS AND REGULATIONS

Any operating, financial or administrative transaction undertaken in the name of the
Corporation that would violate Federal or Provincial laws or regulations is prohibited.
Particular attention is directed to the laws and regulations relating to discrimination, insider
trading of securities, labour, safety and the environment. If any uncertainty arises as to
whether a course of action is within the letter and spirit of the law, advice should be
obtained from the Corporation's counsel via the Corporate Secretary or Chief Financial
Officer.
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Discrimination and Sexual Harassment

The Corporation will not tolerate sexual harassment or discrimination based on race,
colour, religion, age, sex, national origin or disability, or any other basis prohibited by
applicable law. Similarly, offensive or hostile working conditions created by such
harassment or discrimination will not be tolerated. Each director, officer, employee and
consultant has a duty to avoid conduct that constitutes discrimination or harassment.

Any situation that may reasonably constitute discrimination or sexual harassment should
be reported to the Supervisor, Human Resources.

Insider Trading

Directors, officers, employees or consultants in possession of material information about
the Corporation must abstain from trading in its securities until such information is
generally and publicly available. Such material "inside information" relates to facts or
changes in business or operation that might reasonably be expected to have a significant
effect on the market price or value of the securities. Such information might include, for
example, drilling results, earnings estimates, change(s) of control or management,
pending mergers, dispositions, acquisitions, reserves numbers or other significant
business information or developments. Providing such inside information to others who
then trade on it is also strictly prohibited. Trading on inside information is a violation of
federal and provincial securities law. Furthermore, directors, officers, employees and
consultants are required to comply with trading restrictions and blackout periods as
designated by the Corporation and more fully described in the Corporation’s Disclosure
Policy. :

CONFIDENTIAL INFORMATION

Directors, officers, employees and consultants may become aware of information
regarding actual or potential commercial transactions of the Corporation, information
pertaining to the operations or potential operations of the Corporation or of other
confidential information obtained in the conduct of the Corporation’s business. Such
confidential and proprietary information is the exclusive property of the Corporation and
each officer, employee and consultant is bound to keep such information in the strictest
confidence both during and subsequent to the term of his or her employment.
Furthermore, such information is to be used solely for the Corporation’s purposes and
never for the private gain of a director, officer, employee or consultant, any member of his
or her immediate family, or any third party.

Special care is required regarding the public release of information concerning the
Corporation's business, strategies, activities and plans, the disclosure of which could
influence investors trading in the Corporation's securities. All media contact and public
statements and discussions regarding the Corporation’s business must only be made by
the Chief Executive Officer of the Corporation or his designee.

ESPRIT ENERGY TRUST -2- FEBRUARY 2006




Exemption Number
82-34890
PROPRIETARY DATA AND INVENTIONS

Every officer, employee and consultant is expected to improve productivity, modify
processes and procedures and to develop new systems, devices, methods, etc. Since the
officer, employee or consultant is provided with the compensation, staff, consulting advice,
material and confidential information to fulfill this expectation, the Corporation is the
beneficial owner of the resuits or efforts. Accordingly, any proprietary information which
an officer, employee or consultant obtains, prepares or develops, while in the employ of
the Corporation is the property of the Corporation.

For greater clarity, proprietary information includes, but is not limited to, reports, analyses,
patentable ideas, trademarks, copyright material, industrial designs, charts, drawings,
computer systems, etc.

CONFLICTS OF INTEREST
General Policy

No director, officer, employee or consultant should enter into any transaction or engage in
any practice directly or indirectly which would tend to influence him or her to act in any
manner other than in the best interests of the Corporation. In particular, it is improper for
a director, officer or employee to take any action or to make any decision or to influence,
or to appear to be capable of influencing, any such action or decision, on behalf of the
Corporation if he or she, or any member of his or her immediate family, has any direct or
indirect interest which is or may be in actual, potential or apparent conflict with the
interests of the Corporation. Even the appearance of a conflict of interest may be as
damaging as an actual conflict and should be avoided.

In a circumstance where a director has any direct or indirect interest which is or
may be in actual, potential or apparent conflict with the interests of the Corporation,
the director in question shall, in addition to complying with the applicable
provisions of the Canada Business Corporations Act, declare the existence of such
interest to the Board of Directors of the Corporation and abstain from voting on the
matter.

Other Organizations

Each officer and employee is expected to devote his or her time and efforts during normal
working hours to the service of the Corporation. No officer or employee shall engage in
any business or secondary employment which interferes with his or her obligations and
responsibilities to the Corporation.

The acquisition or retention by an officer or employee or by a member of his or her
immediate family of a financial interest in any business that is selling supplies, furnishing
services or otherwise doing business or competing with the Corporation is prohibited
without written prior approval of the Corporation’s Chief Executive Officer or Chief
Financial Officer. This provision does not apply to an officer or employee owning 5% or
less of the securities of a publicly traded entity.
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Employment of Family Members and Employee Relationships

The Corporation does not prohibit spouses, parents, children, and other persons related
by blood or marriage from working for the Corporation simultaneously. However, all such
employees must be hired by disinterested personnel strictly on the basis of merit and
without regard to family relationships. Reporting relationships between family members
are to be avoided to the maximum extent possible, to eliminate even the appearance of
possible favoritism based on family ties.

GIFTS AND PAYMENTS
General Policy

No officer, employee or consultant shall directly or indirectly offer or give any gift,
"kickback" or other improper payment or consideration to any customer, suppiier,
government official or employee, or any other person in consideration for assistance or
influence concerning any transaction or potential transaction involving the Corporation.

No officer, employee, consultant or member of his or her immediate family, shall directly
or indirectly solicit, accept or retain any gift, entertainment, trip, discount, compensation,
service, loan or other benefit from any organization or person doing business or
competing with the Corporation. The only exceptions are: (i) modest gifts or
entertainment with nominal value as part of normal business courtesy or hospitality, e.g.
lunch, occasional tickets, golf green fees and gifts that are not extravagant, expensive or
frequent; or (ii) gifts or benefits of significant value where written approval by an officer of
the Corporation has been provided prior to the acceptance. A copy of such written
approval shall be provided to the Supervisor, Human Resources.

Political Contributions

Corporate funds, credit, property or services may not be used directly or indirectly to
support any political party or candidate for public office, or to support or oppose any ballot
measure, without the approval of the Chief Executive Officer. Directors, officers and
employees are permitted to support political parties and candidates with their personal
efforts and money.

ACCOUNTING AND FINANCIAL REPORTING

The Corporation is committed to achieving compliance with all applicable securities laws
and regulations, accounting standards, accounting controls and audit practices. Every
director, officer, employee and consultant is required to follow prescribed accounting and
financial reporting procedures. All accounting records should accurately reflect and
describe corporate transactions. The recording of such data must not be falsified or
altered in any way to conceal or distort assets, liabilities, revenues, expenses or the
nature of the activity.
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COMPLIANCE AND ENFORCEMENT

Questions of interpretation or application of this Code with respect to a particular situation
should be addressed to the Supervisor, Human Resources or the Chief Financial Officer.
Such requests may be made in writing or orally and will be treated confidentially.

Each officer, employee and consultant is responsible for adherence to, and bound as a
condition of employment by, this Code of Business Ethics and Conduct. Any suspected
violation not related to accounting or financial reporting matters as described above
should be reported promptly to the Chief Financial Officer, or, if the matter involves a
senior officer of the Corporation, the Chairman of the Board of Trustees, without regard to
the usual lines of reporting. Employees may report suspected violations by senior officers
on a confidential or anonymous basis to the Chairman of the Board of Trustees at his
contact information provided in Appendix “A” to this policy.

Any suspected violation relating to accounting or financial reporting matters should
be reported directly to the Chairman of the Audit Committee pursuant to Appendix “B” to
this document.

No adverse action will be taken against any individual for making a complaint or disclosing
information in good faith, and any officer, employee or consultant who retaliates in any
way against an individual who in good faith reports any violation or suspected violation of
the Code of Business Ethics and Conduct will be subject to disciplinary action.

Observing the law is a minimum. The Corporation's Code of Business Ethics and Conduct
envisions a level of ethical business conduct well above the minimum required by law.
Violation of this Code of Business Ethics and Conduct will be grounds for appropriate
immediate disciplinary action including, where appropriate, dismissal.

EXCEPTIONS AND CHANGES

Any exception or change to this Code must be in writing and signed by the Chief
Executive Officer. Any exception to this Code in favour of an officer or director of the
Corporation must be approved by the Board of Directors. Any change to this policy must
be approved by the Board of Directors.

l, , acknowledge that | have received a copy of and
have read and understood the above “Code of Business Ethics and Conduct”. | agree to
comply with the provisions of this policy as a term and condition of my employment or
Contract of Services with the Corporation. | also realize and understand the full
implications of violations of the Code of Business Ethics and Conduct including the
termination of my employment or Contract of Services.

Name (Signature)

Name (Print)

Date
Must be returned to Human Resources, Calgary office. Will be inserted into the
employee’s personal file.
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APPENDIX “A”
TO THE CODE OF BUSINESS ETHICS AND CONDUCT

‘Chairman of the Board Contact Information

Employees may report suspected violations by senior officers on a confidential or
anonymous basis to the Chairman of the Board of Trustees, Mr. D. Michael G. Stewart,
via telephone, mail, electronic mail or facsimile. Mr. Stewart’s contact information is as
follows:

D. Michael G. Stewart

c/o Suite 730, Canada Place
407 Second Street S.W.
Calgary, AB T2P 2Y3

Telephone:  (403)-206-4451
(403) 969-2657Cell

Facsimile: (403)-206-4455

e-mail: mike@ballinacurra.net
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TO THE CODE OF BUSINESS ETHICS AND CONDUCT

Employee Complaint Procedures
For Accounting, Financial Reporting and Auditing Matters

Any officer, employee or consultant of Esprit Exploration Ltd. (the “Corporation”) may
submit a complaint regarding accounting or auditing matters to the management of the
Corporation without fear of dismissa! or retaliation of any kind. The Corporation is
committed to achieving compliance with all applicable securities laws and regulations,
accounting standards, accounting controls and audit practices. The Corporation’'s Audit
Committee (the “Audit Committee”) will oversee treatment of employee concerns in this
area.

In order to facilitate the reporting of complaints, the Audit Committee has established the
following procedures for (i) the receipt, retention and treatment of complaints regarding
accounting, internal accounting controls, financial reporting or auditing matters
(*Accounting Matters”) and (i) the confidential, anonymous submission by officers,
employees and consultants of concerns regarding questionable Accounting Matters.

Receipt of Employee Comptlaints

= Employees with concerns regarding Accounting Matters may report their concerns to
the Chairman of the Audit Committee.

* Employees may forward complaints on a confidential or anonymous basis to the
Chairman of the Audit Committee at his contact information provided below.

Scope of Matters Covered by These Procedures

These procedures relate to officer, employee or consultant complaints relating to any
questionable accounting or auditing matters, including, without limitation, the following:

. fraud or deliberate error in the preparation, evaluation, review or audit of any
financial statement of the Corporation;

) fraud or deliberate error in the recording and maintaining of financial records of the
Corporation;

. deficiencies in or noncompliance with the Corporation’s internal accounting
controls;

. misrepresentation or false statement to or by an officer, employee, consultant or

external accountant regarding a matter contained in the financial records, financial
reports or audit reports of the Corporation; or

. deviation from full and fair reporting of the Corporation’s financial condition.
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Treatment of Complaints

Upon receipt of a complaint, the Chairman of the Audit Committee will (i)
determine whether or not the complaint actually pertains to Accounting Matters;
and (ii) when possible, acknowledge receipt of the complaint to the sender.

Complaints relating to Accounting Matters will be reviewed by the Audit
Committee, outside legal counsel or such other persons as the Audit Committee
determines to be appropriate. Confidentiality will be maintained to the fullest
extent possible, consistent with the need to conduct an adequate review. ‘

Prompt and appropriate corrective action will be taken when and as warranted in
the judgment of the Audit Committee.

The Corporation will not discharge, demote, suspend, threaten, harass, or in any
manner discriminate against any individual in the terms and conditions of
employment based upon any lawful actions of such individual with respect to
reporting of complaints in good faith regarding Accounting Matters.

Reporting and Retention of Complaints and Investigations

The Chairman of the Audit Committee will maintain a log of all complaints, tracking
their receipt, investigation and resolution and shall prepare a periodic summary
report thereof for the Audit Committee.

The Chairman of the Audit Committee is Mr. Mark Schweitzer. Mr. Schweitzer can be
contacted on a confidential and anonymous basis via telephone, mail, electronic mail or
facsimile. Mr. Schweitzer's contact information is as follows:

W. Mark Schweitzer
c/o Suite 2820, 605 5th Avenue S.W.
Calgary, AB T2P 3H5

Telephone:  (403) 218-2952

(403) 807-2509 Cell

Facsimile: (403) 218-2973

e-mail:

mschweitzer@superiorplus.com
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NOTICE OF ANNUAL MEETING OF UNITHOLDERS

NOTICE IS HEREBY GIVEN that the annual meeting (the "Meeting") of the holders (the "Unitholders") of trust
units and special voting units (together, the "Trust Units") of Esprit Energy Trust ("Esprit") will be held at 10:00
a.m. (local time) on May 11, 2006 in the Grand Lecture Theatre of the Metropolitan Centre, 333 — 4th Avenue,
S.W., Calgary, Alberta, Canada, for the following purposes:

1. to receive the financial statements of Esprit for the year ended December 31, 2005 and the auditors’ report
thereon;

2. to appoint auditors of Esprit for the ensuing year and authorize the board of trustees to fix their remuneration;
3. to elect trustees for the ensuing year; and
4. to transact such other business as may be properly brought before the Meeting or any adjournment thereof.

The specific details of the matters to be brought before the Meeting are set forth in the accompanying Information
Circular.

Unitholders who are unable to attend the Meeting in person are requested to complete, date and sign the
enclosed form of proxy and return it to Computershare Trust Company of Canada, Attention: Proxy
Department, 100 University Avenue, 9th Floor, Toronto, Ontario, M5J 2Y1 at least 48 hours, excluding
Saturdays, Sundays and holidays, before the Meeting or any adjournment thereof.

If a Unitholder receives more than one proxy form because such Unitholder owns Trust Units registered in different
names or addresses, each proxy form should be completed and returned.

The Trust Unit transfer books will not be closed, but the Board of Trustees has fixed March 15, 2006 as the record
date for the determination of Unitholders entitled to notice of and to vote at the Meeting and at any adjournment
thereof.

DATED at Calgary, Alberta as of March 15, 2006.

BY ORDER OF THE BOARD OF TRUSTEES

(signed) Stephen J. Savidant

Stephen J. Savidant
President and Chief Executive Officer
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PROXY
ANNUAL MEETING OF UNITHOLDERS
MAY 11, 2006

THIS PROXY IS SOLICITED BY THE BOARD OF TRUSTEES OF ESPRIT ENERGY TRUST AND THE
MANAGEMENT OF ESPRIT EXPLORATION LTD.

The undersigned holder ("Unitholder") of Trust Units (the "Trust Units") of Esprit Energy Trust (the "Trust") hereby
appoints Stephen J. Savidant, a trustee of the Trust and President and Chief Executive Officer of Esprit Exploration Ltd.
(the "Corporation"), the administrator of the Trust, or failing him, Stephen B. Soules, a trustee of the Trust and Executive
Vice President and Chief Financial Officer of the Corporation, or instead of either of them,
as proxyholder for the undersigned, with power of substitution, to attend, act and
vote for and on behalf of the undersigned at the annual meeting of Unitholders to be held on May 11, 2006 (the "Meeting")
and at any adjournment or adjournments thereof, in the same manner, to the same extent and with the same powers as if the
undersigned were present at the Meeting or any adjournment or adjournments thereof. Without limiting the general powers
hereby conferred, the said proxy is directed to vote as follows upon the following matters:

1. FOR ~ or WITHHOLD FROM VOTING FOR ~ the appointment of KPMG LLP, Chartered Accountants, as
auditors for the Trust for the ensuing year, and to authorize the Board of Trustees to fix their remuneration,

2. FOR ~ or WITHHOLD FROM VOTING FOR ~ the election of the trustees set forth in the Information Circular of
the Trust dated March 15, 2006 (the "Information Circular"); and

3. to vote in his discretion on any amendment or variation to the foregoing matters or on any other matter to properly
come before the Meeting or any adjournment thereof.

The undersigned hereby revokes any instrument of proxy
previously given and does hereby further ratify all the said proxy
may lawfully do in the premises. The proxyholder may in his
discretion vote with respect to amendments or variations to
matters identified in the Notice of Meeting or to other
matters which may properly come before the meeting or any
adjournment thereof.

DATED this day of , 2006.

Name of Unitholder (Please print)

Signature of Unitholder (This signature should be exactly the
same as the name in which the Trust Units are registered. If
this signature is on behalf of a corporation please indicate
office held and apply corporate seal.)
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1. A Unitholder has the right to appoint a person, who need not
be a Unitholder, to attend and act on his behalf at the Meeting
other than the persons designated in this form of proxy. This
right may be exercised by inserting such other person’s name
in the blank space provided for that purpose and crossing out
the names of the persons designated by management of the
Trust or by completing another proper form of proxy and, in
either case, by delivering the completed form of proxy to the
Trust as indicated below.

2. This form of proxy must be dated and must be executed by the
Unitholder or his attorney authorized in writing or, if the
Unitholder is a body corporate, under its corporate seal or by
an officer or attorney thereof duly authorized. A copy of such
authorization should accompany this form of proxy. Persons
signing as executors, administrators, trustees, etc. should so
indicate. If this form of proxy is not dated, it shall be deemed
to bear the date on which it was mailed to the Unitholder by
the Trust.

3. In order for this form of proxy to be effective at the Meeting or
any adjournment thereof, it must be deposited with the Trust’s
transfer agent, Computershare Trust Company of Canada,
Attention: Proxy Department, 100 University Avenue, 9th
Floor, Toronto, Ontario MSJ 2Y1 (fax number: 905-771-4414)
not later than 48 hours, excluding Saturdays, Sundays and
holidays, preceding the Meeting or any adjournment thereof.
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All initial capitalized words used in this Annual Information Form which are not otherwise defined
herein have the meanings ascribed thereto in the Glossary of Terms herein.

FORWARD-LOOKING INFORMATION

This Annual Information Form contains certain forward-looking statements relating to, but not limited to,

the Trust's operations, anticipated financial performance, business prospects and strategies. Forward-

looking information typically contains statements with words such as "anticipate", "believe", "plan",
AL )

"continuous", "estimate", "expect", "may", "will", "project", "should", or similar words suggesting future
outcomes.

By its nature, forward-looking information or statements necessarily involve numerous assumptions
regarding factors and risks that could cause the Trust's actual results to vary materially, including, without
limitation to, the following factors: general global economic and business conditions including the effect,
if any, of a potential economic slowdown in the U.S. and/or Canada; changes in business strategies; the
availability and price of energy commodities from the perspective of both a producer and a user of such
commodities; the effects of competition and pricing pressures; industry overcapacity; shifts in market
demands; changes in laws and regulations, including environmental and regulatory laws such as the
imposition of restrictions in response to environmental concermns with respect to the production of oil and
gas; potential increases in maintenance and operating costs; uncertainties of litigation; labour disputes;
timing of completion of capital or maintenance projects; currency and interest rate fluctuations; various
events which could disrupt operations, including severe weather conditions; technological changes; and
those other factors described under "Risk Factors" in this Annual Information Form. The reader is
cautioned that these factors and risks are difficult to predict and that the assumptions used in the
preparation of such information, although considered reasonably accurate at the time of preparation, may
prove to be incorrect. Accordingly, readers are cautioned that the actual results achieved will vary from
the information provided herein and the variations may be material. Readers are also cautioned that the
foregoing list of factors is not exhaustive. Consequently, there is no representation by Esprit Energy
Trust or Esprit Exploration Ltd. that actual results achieved will be the same in whole or in part as those
set out in the forward-looking information. Furthermore, the forward-looking statements contained in this
Annual Information Form are made as of the date hereof, and Esprit Energy Trust and Esprit Exploration
Ltd. undertake no obligation, except as required by applicable securities legislation, to update publicly or
to revise any of the included forward-looking statements, whether as a result of new information, future
events or otherwise. The forward-looking statements contained herein are expressly qualified by this
cautionary statement.

NON-GAAP MEASURES

In this Annual Information Form and the documents incorporated by reference herein, the Trust uses the
terms "cash flow", "net debt”, "distributable income" and "netbacks" as indicators of financial
performance and to facilitate comparative analysis. These measures are not measures recognized by
Canadian generally accepted accounting principles ("GAAP") and do not have a standardized meaning
prescribed by GAAP. Therefore, these measures, as defined by the Trust, may not be comparable to
similar measures presented by other issuers. Investors are cautioned that "cash flow" should not be
construed as an alternative to net earnings, cash flow from operating activities or other measures of
financial performance calculated in accordance with GAAP. The Trust considers "cash flow" a key
measure as it demonstrates the Trust's ability to generate the cash flow necessary to pay distributions,
repay debt and to fund future capital investment. The Trust considers "net debt" a useful measure of the
Trust's total financial leverage. The Trust considers "netbacks” a useful measure to compare the Trust's
operations with those of its peers. Cash flow cannot be assured and future distributions may vary.




ESPRIT ENERGY TRUST

General

Esprit Energy Trust (the "Trust") is an open-end unincorporated investment trust governed by the laws of
the Province of Alberta and created pursuant to the Trust Indenture. The head and principal office of the
Trust is located at Suite 900, 606 — 4th Street S.W., Calgary, Alberta, T2P 1T1. The Trust was formed on
August 16, 2004 and commenced operations on October 1, 2004 as a result of the completion of a plan of
arrangement (the "Esprit Arrangement") among the Trust, Esprit Exploration Ltd. (the "Corporation"),
Esprit Acquisition Corp., Esprit ExchangeCo Ltd. ("ExchangeCo") and others.

The Trust has two material subsidiaries, the Corporation and ExchangeCo.
Structure

The Trust is the holder of all of the Common Shares of the Corporation. The following diagram shows
the structure of the Trust as at the date hereof: :

Trust Units
‘ Exchangeable
Shareholders
. Exchange . Trust
RjghIS 4
100% Common N
Shares
100%
. Common NPI and
Exchangeable Esprit Exchangeco Shares Notes
Lid.
Shares
A

Esprit Exploration /
Ltd.

Business of the Trust and the Corporation

The principal undertaking of the Trust is to indirectly acquire and hold, through the Corporation, interests
in petroleum and natural gas properties and assets related thereto. The Trust's primary assets are the
Notes, the Common Shares of the Corporation and the NPI.

The Board of Trustees may declare payable to the Unitholders all or any part of the net income of the
Trust less all expenses and liabilities of the Trust due and accrued and which are chargeable to the net
income of the Trust. It is currently anticipated that the only income to be received by the Trust will be the
interest received on the principal amount of the Notes and payments under the NP1 Agreement. The Trust
makes monthly cash distributions to Unitholders of the interest income earned from the Notes and under
the NPI Agreement, after expenses, if any, and any cash redemptions of Trust Units.
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The Corporation

The Corporation is a corporation amalgamated and subsisting pursuant to the provisions of the CBCA.
The principal business of the Corporation is to acquire, develop, optimize, exploit and produce oil and
natural gas reserves in western Canada. The Corporation does not have any subsidiaries that represent
individually more than 10%, and in the aggregate more than 20%, of the total consolidated assets and
total consolidated sales and operating revenues of the Corporation as at December 31, 2005. The
Corporation currently has a total of 112 full-time employees, including 36 field personnel.

For a description of the Corporation's business, see "Oil and Natural Gas Properties". For a description of
the Corporation see "Description of the Corporation".

The head office of the Corporation is located at Suite 900, 606 — 4th Street S.W., Calgary, Alberta, T2P
1T1 and its registered office is located at 4500, 855 — 2nd Street S.W., Calgary, Alberta, T2P 4K7.

Business Strategy

The principal business strategy of the Corporation is to support sustainable distributions of the Trust
through internally identified exploitation opportunities and grow production and reserves through
strategic, accretive acquisitions. Where appropriate, the Corporation participates with joint venture
partners to mitigate the risks associated with finding and developing oil and gas reserves.

GENERAL DEVELOPMENT OF THE TRUST
Prior to the Esprit Arrangement

The Corporation was incorporated under the CBCA under the name Canadian 88 Energy Corp. on
September 4, 1987. On May 26, 2003, the articles of the Corporation were amended to change the name
of the Corporation to Esprit Exploration Ltd.

On October 1, 2004, the Esprit Arrangement was completed, pursuant to which the former Esprit
Exploration Ltd. was amalgamated with Esprit Acquisition Corp. to form the Corporation and the
Corporation became a subsidiary of the Trust. Pursuant to the Esprit Arrangement, holders of common
shares of the former Esprit Exploration Ltd. received (i) depending on the holder's residency and election,
either 0.25 of a Class A Trust Unit, 0.25 of a Class B Trust Unit or 0.25 of an Exchangeable Share, (ii)
0.20 of a common share of ProspEx Resources Ltd., and (iii) a cash payment of 50.22.

Subsequent to the Esprit Arrangement
Acquisition of Resolute

Pursuant to an arrangement agreement dated March 14, 2005, and the plan of arrangement set out therein
among the Trust, the Corporation, Resolute Energy Inc. ("Resolute’), Cordero Energy Inc. ("Cordero™),
Cordero Finance Corp. and others, on April 29, 2005, the Trust indirectly acquired the majority of
Resolute's assets and the remainder of Resolute's assets were transferred to Cordero. As a result of the
plan of arrangement, shareholders of Resolute received 0.338 of a Trust Unit, 0.287 of a common share of
Cordero and 0.0269 of a Cordero transaction warrant, for each Resolute share held. The acquisition of
Resolute constituted a "significant acquisition" for the Trust under applicable securities legislation. For
further information concerning the acquisition of Resolute, see the business acquisition report of the Trust
dated June 30, 2005, which is available on the System for Electronic Document Analysis and Retrieval
(SEDAR) at www.sedar.com and which is incorporated by reference herein.



Reclassification of Trust Units

Effective July 30, 2005, the trust completed the reclassification of its then outstanding Class A Trust
Units and Class B Trust Units into Trust Units (the "Reclassification”). Pursuant to the Reclassification
(i) the residency restrictions attached to the Class B Trust Units were removed, (ii) all provisions in the
Trust Indenture relating to the dual trust unit class structure were removed, (iii) the Class B Trust Units
were renamed as the Trust Units, and (iv) the outstanding Class A Trust Units were exchanged on a one-
for-one basis for Trust Units. Holders of Exchangeable Shares were not impacted by the Reclassification,
except that after the Reclassification such holders will receive Trust Units upon exchange of their
Exchangeable Shares. Pursuant to the Reclassification, holders of Post-Arrangement Entitlements of the
Trust may obtain Trust Units upon contacting the transfer agent of the Trust without satisfying the prior
requirement to declare their residency.

Debenture Offering

On July 28, 2005 the Trust issued $100 million aggregate principal amount of 6.5% convertible
extendible unsecured subordinated debentures (the "Debentures"). The Debentures had an initial maturity
date of August 31, 2005, which was extended to December 31, 2010 upon the acquisition of Markedon
Energy Ltd.

Acquisitions of Markedon and Monroe

On August 8§, 2005, the Corporation acquired all of the issued and outstanding shares of Markedon
Energy Ltd. ("Markedon") and Monroe Energy Inc. ("Monroe"), in exchange for approximately $91.4
million in cash. The acquisitions were indirectly funded by the Trust, using proceeds of the offering of
the Debentures.

Asset Exchange

On January 25, 2006, the Corporation divested of its non-core Ante Creek properties pursuant to an asset
exchange agreement effective December 15, 2005 between the Corporation and a third party. The Ante
Creek producing assets sold by the Corporation included 15,680 net acres of land (approximately 11,500
net acres undeveloped) and a 70% interest in the Ante Creek natural gas plant with a capacity of 10
mmcf/d. In consideration for the sale of these assets, the Corporation received cash consideration of $16
million, an interest in properties at Manyberries and a small interest in a unit at Three Hills, adding to the
Corporation's existing positions in the areas. The anticipated effect of this transaction is a 2006 net
production decrease of 250 boe/d.

OIL AND NATURAL GAS PROPERTIES
DeScription of Oil and Natural Gas Properties and Assets

The following is a description of the major oil and natural gas properties, plants and facilities of the
Corporation. Production volumes represent the Corporation's working interest share before the deduction
of royalties. Reserve amounts are stated, before deduction of royalties, at December 31, 2005, based on
escalating cost and price assumptions, as set forth in the GLJ Report.

The Corporation is a Calgary based oil and gas company with a natural gas focus on the western side of
the Western Canadian Sedimentary Basin. The key areas of focus for the Corporation include Greater
Olds, Berry/Winnifred, Peace River Arph, Saskatchewan, Central Alberta and Southern Alberta.
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Greater Olds is a major contributor to the Corporation’s production. The area consists of the Olds field,
located 100 kilometres north of Calgary, in a corridor that extends from the town of Carstairs to the town
of Olds. Production at Olds is 85% natural gas; approximately 75% of this is sour gas. The field makes up
approximately one-third of the Corporation’s total production. The Greater Olds area also includes Three
Hills and Swalwell, both located 80 kilometres east of Olds. Three Hills is a mature, sweet gas property
while Swalwell is an exploitation area.

The Corporation owns the plant at Olds which processes both its own production and third party volumes.
This gives the Corporation a high level of control over its costs and ensures its gas production has
continuous access to facilities. Third party volumes represent approximately 25% of the total volumes
processed. The revenue received from the third party processing allows the Corporation to reduce its
operating costs in the area. The Corporation plans to continue to pursue third party processing contracts to
further lower its overall unit operating costs.

The Corporation drilled a total of 30 gross wells at its Greater Olds area in 2005, six at Swalwell, one at
Three Hills and 23 at Olds. Five of the six wells drilled at Swalwell were successful. At Olds, the
Corporation has two drilling programs, one targeting the deeper, sour Wabamun/Crossfield gas and a
shallower program targeting sweet gas in the Edmonton, Viking and Pekisko zones. The Corporation
expects to continue its Viking program in 2006. In the deeper program, the Corporation drilled six wells
in 2005. Two were unsuccessful and two were considered marginal, performing at rates lower than the
Corporation has seen throughout the long history of the field. This reduced rate was not a result of
reservoir depletion but reflected lower permeability patches in the reservoir. These results prompted the
Corporation to conduct an in-depth review of the area and undertake initiatives to better understand and
exploit the reservoir.

The remaining two wells drilled in 2005 were successful. One was drilled into the main Crossfield zone
and produced at expected rates. The final well was a particularly successful well drilled into the Upper
Crossfield zone of the Wabamun formation. Production from this well, although still early, is significantly
exceeding expectations and historical average production rates from other Crossfield wells. The results
provided the Corporation additional information on the reservoir and opened up the possibility of new
drilling opportunities in the area. These drilling results as well as other technical analysis under review
may result in increased spending at Olds.

During the first two weeks of June 2005, the Olds gas plant and field was shut in for its scheduled
turnaround. In addition to regular maintenance performed during the turnaround, the Corporation
completed a major upgrade to improve the plant’s ability to handle electrical power disruptions and to
provide additional liquids handling capacity. The Corporation has already experienced improved
reliability from the plant’s electrical backup system. Work was also performed to ensure the plant
continues to comply with evolving regulatory and safety standards and to provide additional compression
for potential infill drilling in the south portion of the field. The next major turnaround is expected to take
place in four years time, in 2009.

Under the current plan for 2006, the Corporation plans to drill 11 wells at Olds and participate in a multi-
well farm-out agreement in its Three Hills area. The Olds plan calls for drilling two of the deeper
Wabamun wells with the remaining nine wells targeting shallower, sweet gas. Additional Wabamun wells
may be added later in the year as a result of the information obtained from the last 2005 well.

In 2005, production at Greater Olds averaged 6,710 boe/d, a 2% decrease from 2004 due to the production
shut in during the scheduled plant turnaround.



Berry/Winnifred

The Berry/Winnifred area located in southeast Alberta provides the Corporation with considerable
exploitation opportunities and is one of the Corporation’s key focus areas. It consists of the Berry and
Winnifred properties as well as some minor acreage positions. These assets were first acquired in 2005
through the acquisition of Resolute and were expanded with the Markedon and Monroe acquisitions.

Production from this area is about 60% natural gas and 40% oil and makes up approximately one-quarter
of the Corporation’s total production. The gas production comes from a number of zones including Belly
River, Milk River, Second White Specks, Viking and Mannville. The oil production is predominantly
from the Banff and Mannville zones.

The Corporation had an active drilling program in this area in 2005, drilling a total of 41 wells. The
Corporation’s activity was focused in the Berry area with the majority of these wells targeting the Second
White Specks formation. Outcomes from this drilling program exceeded expectations with average gas
test rates of approximately 250 mcf/d and a 97% drilling success rate. The Corporation expects to
continue the high level of drilling activity in this area in 2006.

The Richdale Banff oil pool, also located in the Berry area, produces mainly light, slightly sour oil and
has promising exploitation potential. The first stage of development was completed in 2005 with a total of
five wells drilled in this pool. The production results from this program were above expectations and
development is expected to continue in 2006. In addition, during 2005 the Corporation completed an
acreage swap/farm-in deal and added one section with multiple drilling locations to its Banff pool
program.

The Corporation expects to spend approximately $19 million in this area in 2006 drilling 26 wells. The
Corporation expects five to be the deeper Banff wells with the remainder targeting Second White Specks,
Viking and Mannville formations.

Production in 2005 averaged 2,024 boe/d in this area. As these properties were all acquired by the
Corporation during the year, there are no year-over-year comparisons.

Peace River Arch

The Peace River Arch assets, located predominantly northwest of Grand Prairie, were acquired in 2005
through the acquisition of Resolute.

Production from this area is 74% natural gas; a combination of sweet and slightly sour natural gas, with
some light oil production. This production is all processed at third party facilities and comprises about 4%
of the Corporation’s total production.

The Corporation receives production from over 50 wells within the Peace River Arch area, most of which
lie within three main properties — Gordondale, Beaverlodge and Balsam. This area provides the
Corporation potential in multiple zones including Dunvegan, Paddy, Notikewin, Fahler, Bluesky,
Gething, Charlie Lake, Halfway, Doig, Montney and Belloy.

In 2005, the Corporation participated in one well in the Peace River Arch area which came on production
in early 2006 at a rate of 3.2 mmcf/d of which the Corporation’s portion is approximately 33%. The
Corporation also added to its land base in the area by purchasing offsetting acreage at its Beaverlodge
property. The Corporation has over 11,000 net acres of undeveloped land in the Peace River Arch area;
this land represents significant opportunity with several lower risk drilling locations identified for 2006.
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The Corporation expects to spend approximately $7 million to drill nine gross wells in 2006. These plans
include wells in both Beaverlodge and Gordondale targeting multi-zoned opportunites that possess
relatively higher volume potential with strong capital efficiency metrics.

Production in 2005 averaged 458 boe/d. As these properties were all acquired by the Corporation during
the year, there are no year-over-year comparisons available.

Saskatchewan

The Corporation’s Saskatchewan assets are concentrated in two key areas: Lashbum, located in west
central Saskatchewan and its southeast Saskatchewan properties. The southeast Saskatchewan properties
were added to the Corporation’s land base through the acquisition of Resolute in 2005. These holdings
consist of three areas: Wauchope, Arcola, and Hitchcock.

Production in Saskatchewan makes up approximately 8% of the Corporation’s total production. In 2005,
the Corporation increased its focus on this area. In Lashburn, the Corporation had a successful eight well
drilling program targeting the upper Mannville zone. Production from this area is mainly heavy oil.
Wauchope and Arcola produce light oil from the Mississippian Alida formation. Analysis of 3D
geophysical data in this area has identified several opportunities expected to be drilled in 2006.

In 2006, the Corporation plans to spend approximately $6 million in Saskatchewan, drilling seven wells
in total; two wells in Lashburn and five horizontal wells in southeast Saskatchewan.

Production in 2005 in this area averaged 512 boe/d, up 39% from 2004 due to the addition of acquired
properties as well as drilling success at Lashburn.

Central Alberta

Central Alberta is the Corporation’s most diverse and expansive production area, spanning across the
province from the foothills to the Alberta-Saskatchewan border. This area was enhanced significantly by
the acquisitions during 2005.

Production in this area is approximately 80% natural gas. Gas production consists of sweet gas in the East
Central locations and a mixture of sweet and sour gas in the West Central locations. Liquids production is
made up of a mixture of slightly sour oil and natural gas liquids in the West Central locations. Central
Alberta accounts for approximately one-quarter of the Corporation’s total production.

The Corporation’s primary focus in this area is to optimize existing producing assets. Limited capital for
new drilling has been allocated to Central Alberta. As part of the Corporation’s ongoing portfolio
management, the Corporation has identified some of these assets as non-core and is investigating several
alternatives to optimize their value. These alternatives could include divestitures, farm-out agreements,
swaps or other arrangements. The Ante Creek divestiture announced in January of 2006 is an example of
this effort.

In 2005, the Corporation drilled three wells in the Central Alberta area with mixed drilling results. Capital
projects during the year focused on using acquired infrastructure to improve efficiency and production
from the Corporation’s existing wells. In addition, two standing Viking wells were tied-in and production
commenced in the first quarter of 2006.

In 2006, the Corporation plans to spend approximately $2 million in Central Alberta, focusing its capital
expenditures mostly on facility de-bottlenecking, re-completions and well optimizations as well as
drilling two wells in the area.



Production in 2005 averaged 4,131 boe/d in Central Alberta, up 16% from 2004 due to the addition of
properties acquired during the year.

Southern Alberta

The Corporation’s Southern Alberta area consists of High River, Manyberries, Aden and Pakowki.
Manyberries, Aden and Pakowki were all added in 2005 with the acquisition of Monroe and Markedon.

Production in this area is approximately 60% natural gas and natural gas liquids and approximately 40%
oil. It makes up approximately 5% of the Corporation’s total production.

A portion of the Corporation’s Southern Alberta assets are viewed as non-core. These properties include a
large amount of undeveloped land, particularly in the High River area, which is considered exploratory in
nature. In order to reduce risk and maximize value for unitholders, the Corporation entered into a multl-
well farm out agreement in 2005 covering 22,000 net acres in the High River area.

There are some minor activities scheduled for 2006 at High River. Some of this activity will be conducted
through a farm-out agreement and the Corporation also expects to drill a couple of wells at its other

operated areas. The Corporation expects to spend about §1 million in Southern Alberta in 2006.

In 2005, production averaged 835 boe/d, up 54% from 2004 due to the addition of the properties acquired
during the year.

2005 Average Daily Production Volumes

The following table sets out the Corporation's average daily production volumes by area during 2005.

Gas Oil NGL Boe
Property (mcf/d) (bbl/d) (bbl/d) (boe/d)
Greater Olds .......c..en..ns 33,747 96 989 6,710
Berry/Winnifred ........... 9,846 346 37 2,024
Peace River Arch 2,027 108 12 458
Saskatchewan............... 132 490 - 512
Central Alberta............. 20,370 386 350 4,131
Southern Alberta............. 3,306 224 60 835
Other...cccvveverneirrvennennn. 470 10 7 95
Total oo, 69,898 1,660 1,455 14,765

Oil and Gas Reserves Data

The tables below summarize the crude oil, natural gas liquids ("NGL") and natural gas reserves of the
Corporation and the present worth of future net cash flows associated with such reserves effective as at
December 31, 2005, as evaluated by GLJ in a report dated February 23, 2006, with a preparation date of
February 9, 2006, based on constant and forecast price assumptions and have been extracted from the GLJ
Report. The GLJ Report has been prepared in accordance with the standards contained in the Canadian
Oil and Gas Evaluators Handbook (the "COGE Handbook") and the reserves definitions set out by the
Canadian Securities Administrators in National Instrument 51-101 — Standards of Disclosure for Oil and
Gas Activities and the COGE Handbook. The tables summarize the data contained in the GLJ Report
and, as a result, may contain slightly different numbers than the GLJ Report due to rounding. All future
cash flows are stated prior to provision for indirect costs and lease reclamation costs (other than
well abandonment costs associated with existing wells and wells to be drilled in the future that have
been assigned reserves) and after deduction of royalties and estimated future capital expenditures.
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It should not be assumed that the present worth of estimated future cash flows shown below is
representative of the fair market value of the reserves. There is no assurance that such price and
cost assumptions will be attained and variances could be material. The recovery and reserve
estimates of the Corporation's crude oil, NGL and natural gas reserves provided herein are
estimates only and there is no guarantee that the estimated reserves will be recovered. Actual
crude oil, natural gas and NGL reserves may be greater than or less than the estimates provided
herein.

In the various reserves related tables included herein, columns may not add due to rounding.
All of the Corporation's crude oil, NGL and natural gas reserves are located within Canada.
Attached as Schedule A to this Annual Information Form is the report on reserves data of GLJ and
attached as Schedule B to this Annual Information Form is the report of management and directors of the

Corporation on the oil and gas disclosure.

Petroleum and Natural Gas Reserves and Present Worth Values
(Based on Forecast Price Assumptions)

Reserves
Light/Medium Oil Heavy Oil Natural Gas NGL
{mbbls) (mbbls) (mmcf) {mbbls)
Gross Net Gross Net Gross Net Gross Net

Proved

Developed Producing 3,848 3,219 531 449 198,757 152,705 4,697 3,208

Developed Non-Producing 38 35 57 46 11,437 9,020 234 160

Undeveloped.... 265 239 0 0 25,860 18,991 989 663
Total Proved . 4,150 3,493 588 495 236,055 180,716 5919 4,031
Probable 1,971 1,588 230 194 76,691 57,750 1,759 1,191
Total Proved plus Probable .............ccccce.ee. 6,122 5,080 819 689 312,746 238,466 7,678 5,222

Present Worth Values

Before Income Taxes
Discounted at (%/year)

0% 5% 10% 15% 20%
(MMS) (MM$) (MM$) (MMS$) (MMS3)
Proved
Developed Producing .............. 1,099 844 704 613 549
Developed Non-Producing...... 50 41 35 30 26
Undeveloped.... 109 68 46 32 23
Total Proved 1,259 954 784 675 598
Probable 424 246 167 125 98
Total Proved plus Probable.......... 1,682 1,120 951 800 697

Petroleum and Natural Gas Reserves and Present Worth Values
(Based on Constant Price Assumptions)

Reserves
Light/Medium Oil Heavy Oil Natural Gas NGL
(mbbls) (mbbls) (mmcf) (mbbls)
Gross Net Gross Net Gross Net Gross Net
Proved
Developed Producing .........cccovevevrenans 3,926 3,287 327 451 199,618 153,444 4,702 3,200
Developed Non-Producing 38 35 53 43 11,458 9,037 234 159
Undeveloped... 266 240 0 0 25,864 18,993 989 660

Total Proved 4,230 3,562 580 494 236,939 181,474 5,925 4,020




Notes:
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Present Worth Values
Before Income Taxes
Discounted at (%/vear)
0% 10%
(MMS$) (MMS$)

Proved
Developed Producing..........c......... 1,444 867
, Developed Non-Producing............ 70 46
Undeveloped . 72
Total Proved 985

Columns may not add due to rounding,.
"Gross" means the Corporation's total working intcrest and/or royalty interest sharc before royaltics owned by others.

"Net" means the Corporation's total working interest and/or royalty interest sharc after deducting the amounts attributable to royalties
owned by others.

"Royalties" rcfers to royalties paid to others. The royalties deducted from the reserves arc based on the percentage royalty calculated
by applying the applicable royalty rate or formula. In the case of Crown sliding scale royalties which arc dependent on selling prices,
the price forecasts for the individual propertics in question have been employed.

"Reserves" are the estimated remaining quantitics of oil and natural gas and related substances anticipated to be recoverable from
known accumulations, from a given date forward, based on: analysis of drilling, geological, gcophysical and engineering data; the usc
of established technology; and specified economic conditions, which are generally accepted as being reasonable. Reserves are
classificd according to the degree of certainty associated with the estimates.

"Proved Reserves" are thosc Reserves that can be estimated with a high degree of certainty to be recoverable. It is likely that the
actual remaining quantitics recovereéd will exceed the estimated Proved Reserves. At least a 90% probability that the quantities
actually recovered will equal or excced the estimated Proved Reserves is the targeted level of certainty.

"Probable Reserves" are those additional Rescrves that are less certain to be recovered than Proved Reserves. It is equally likely that
the actual remaining quantities recovered will be greater or less than the sum of the estimated Proved plus Probable Reserves. At least
a 50% probability that the quantities actually recovered will equal or exceed the sum of the estimated Proved plus Probable Reserves
is the targeted level of certainty. '

"Proved Developed Reserves" arc thosc Reserves that are expected to be recovered from existing wells and instailed facilities or, if
facilities have not been installed, that would involve a low expenditure (c.g., when compared to the cost of drilling a well) to put the
Reserves on production. The developed category may be subdivided into producing and non-producing.

"Developed Producing Reserves" arc those Reserves that arc expected to be recovered from completion intervals open at the time of
the estimate. These Reserves may be currently producing or, if shut-in, they must have previously been on production, and the date of
resumption of production must be known with reasonable certainty.

"Developed Non-Producing Reserves" arc those Reserves that cither have not been on production, or have previously been on
production, but are shut-in, and the date of resumption of production is unknown.

"Undeveloped Reserves" ar¢ those Reserves expected to be recovered from known accumulations where a significant expenditure
(c.g., when compared to the cost of drilling a well) is required to render them capable of production. They must fully meet the
requircments of the Reserves classification (proved, probable, possible) to which they are assigned.

The forecast cost and price assumptions assume the continuance of current laws and regulations and changes in wellhead selling
prices, and take into account inflation with respect to future operating and capital costs. In the GLJ Report operating costs arc
assumed to escalate at 2% per annum. Crude oil and natural gas base case prices as forecast by GLJ effective January 1, 2006 are as
follows: '

GLJ Petroleum Consultants
Crude Oil and Natural Gas Liguids Price Forecast

Edmonton Light

WTTI at Cushing, Sweet Edmonton Edmonton Edmonton
Year Oklahoma 40° AP1 Propane Butane Pentanes Plus Inflation Rate Exchange Rate
(3US/bbl) ) ($Cdn/bbl) ($Cdn/bbl)  ($Cdn/bbl) (3Cdn/bbl) (%/yr) ($US/$Cdn)
2006 57.00 66.25 42.50 49.00 67.00 2 0.85
2007 55.00 64.00 41.00 47.25 65.25 2 0.85
2008 51.00 59.25 ' 38.00 4375 60.50 2 0.85
2009 48.00 55.75 35.75 41.25 56.75 2 0.85
2010 46.50 54.00 34.50 40,00 55.00 2 0.85
2011 45.00 5225 33.50 38.75 53.25 2 0.85
2012 45.00 52.25 33.50 38.75 53.25 2 0.85
2013 46.00 53.25 34.00 39.50 54.25 2 0.85
2014 46.75 5425 3475 40.25 55.25 2 0.85
2015 47.75 55.50 35.50 41.00 56.50 2 0.85
2016 48.75 56.50 36.25 41.75 57.75 2 0.85
2017+ +2%/yr +2%/yr +2%fyr +2%/yr +2%/yr 2 0.85
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GLJ Petroleum Consultants 82-34890
Natural Gas Price Forecast

Year Alberta Spot AECO-C
($Cdn/mmbtu)

2006 10.60

2007 9.25

2008 8.00

2009 7.50

2010 7.20

2011 6.90

2012 6.90

2013 7.05

2014 7.20

2015 7.40

2016 7.55

2017+ +2%/yr

[C))] The constant price assumptions assume the continuance of current laws, regulations and operating costs in effect on the date of the

GLJ Report. Product prices were not escalated beyond December 31, 2005. In addition, operating and capital costs have not been
increased on an inflationary basis. The prices used for the mix of crude oil gravities and various gas contracts were as follows
(adjusted for quality and transportation):

Light Crude Oil at Edmonton, Alberta ............. $68.27 Cdn/bbl
WTI Qil at Cushing, Oklahoma.......c.cccveneennn. $61.04 US/bbl
Alberta Spot Gas at AECO-C .....coovvvvivinininnn, $9.71 Cdn/mmbtu

Weighted average historical prices realized by the Corporation for the year ended December 31, 2005 were $8.67/mcf for natural gas,
$62.75/bbl for NGL and $55.04/bbl for crude oil.

5) Effective on January 1, 1995, the ARTC rate ranges from a maximum of 75% of $2.000,000 when the royalty tax credit reference is
below $100/m’ to a minimum of 25% of $2,000,000 when the royalty tax credit reference is above $210/m’.

(6) The GLJ Report estimates the undiscounted future capital expenditures necessary to achieve the estimated present worth of future net
cash flows bascd on forecast costs from Proved plus Probable Reserves to be an aggregate of $122.6mm, of which $38.7mm is to be
expended in 2006, $34.3mm is to be expended in 2007, $21.4mm is to be expended in 2008 and $28.1mm thereafter (or based on
constant costs: an aggregate of $116.6mm, of which $38.7mm s to be expended in 2006, $33.7mm is to be cxpended in 2007,
$20.6mm is to be expended in 2008 and $23.7mm thereafter).

(@) Substantially all of the Developed Producing Reserves evaluated in the GLJ Report were on production at December 31, 2005.

®) The extent and character of all factual data supplied to GLJ were accepted by GLJ as represented. The crude oil and natural gas
reserve calculations and any projections upon which the GLJ Report is based were determined in accordance with generally accepted
evaluation practices. No field inspection was conducted. Salvage values for facilities and lease reclamation costs have not been
included in the GLJ Report (other than well abandonment costs associated with existing wells and wells to be drilled in the future that
have been assigned reserves).

) The net present value of future net revenues has been presented only on a before income tax basis. Given the structure of the Trust,
taxes are passed on to unitholders.

The following tables set forth the following elements of future net revenue attributed to Proved Reserves
and Proved plus Probable Reserves of the Corporation as of December 31, 2005 estimated based on
constant and forecast price assumptions and calculated without discount:

Total Future Net Revenue
(Undiscounted)
(Based on Forecast Price Assumptions)

Future Net
Well Revenue
Operating Development  Abandonment Before
Revenue Royzlties Costs Costs Costs Income Taxes
Reserves Category (MMS) (MMS) (MMS$) (MMS$) (MMS) (MMS)
Proved Reserves ....c......occc. 2,555 536 657 81 22 1,259

Proved plus Probable Reserves.......
3,432 732 870 123 26 1,682
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Total Future Net Revenue
(Undiscounted)
(Based on Constant Price Assumptions)

Future Net
Weli Revenue
Operating Development  Abandonment Before
Revenue Royalties Costs Costs Costs Income Taxes
Reserves Category (MMS) (MMS) MMS) (MMS$) (MMS) (MMS$)
Proved Reserves ... 2,991 659 563 76 17 1,675
Note:
(¢)) The nct present value of futurc net revenucs has been prcsented only on a before income tax basis. Given the structure of the Trust,

the values after income taxes would be the same.

The following tables set forth the future net revenue (before deducting future income tax expenses) of the
Corporation's assets as of December 31, 2005 estimated based on forecast and constant price assumptions
and calculated using a discount rate of 10 percent:

Future Net Revenue
By Production Group
(Based on Forecast Price Assumptions)
Future Net Revenue

Before Income Taxes
(discounted at 10%/year)

Reserves Category Production Group (M$)
Proved Reserves.....ooviiieiiiiiiieininninns Light/Medium Oil....... 106,142
Heavy Oil ................. 6,448
Natural Gas...ooeeveenen. 669,405
Other oo 252 10
Total 784,204
Proved plus Probable Reserves............. Light/Medium Oil....... 144,442
Heavy Oil ..., 9,202
Natural Gas............... 795,694
Other ..coeecveeeeeerieee, 2a 101
Total 951,438

Future Net Revenue
By Production Group
(Based on Constant Price Assumptions)
Future Net Revenue

Before Income Taxes
(discounted at 10%/year)

Reserves Category Production Group (M$)
Proved Reserves .....coovvvivviiinneninninnns Crude Oil .....ccovvnenenns 127,606
Natural Gas ............... 5,445
NGL ceiieeieiereiiees 849,237
SUlphur..cccciieriiieeenn 2,346
Total 084,633
Proved plus Probable Reserves ............ Crude Oil ....oieeneeennne 176,898
Natural Gas ........e.e.ne. 8,039
NGL 1,025,533
Sulphur....covvvveciiennnne 2,233

Total 1,212,703
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Reconciliation of Reserves

The following table provides a reconciliation of the Corporation's net reserves of crude oil, natural gas
and NGL for the year ended December 31, 2005 presented using forecast prices and costs.

Reconciliation of Company Net Reserves
By Principal Product Type

(Forecast Prices and Costs)

Exemption Number

Light and Medium Oil Heavy Oil Conventional Natural Gas Natural Gas Liquids Tatal Oil Equivalent
Net Net Net Net Net
Proved Proved Proved Proved Proved
Net Net Plus Net Net Plus Net Net Plus Net Net Plus Net Net Plus
proved Probable Probable proved Probable  Probable Praved Probable  Probable proved Probable Praobable Proved Probable Probable
Factors (Mbbl) (Mbbl) (Mbbl) (Mbbl) (Mbbl) (Mbb1) (MMcf) (MMcf) (MMcf)  (Mbbl) (Mbbl) (Mbbl) (Mboe) (Mboe) (Mboe)
December 31, 2004 112 24 136 260 62 322 144,831 42,724 187,555 3,448 944 4,392 27.959 8,150 36,109
Extensions 0 68 68 306 138 444 1.993 839 2,832 3 6 10 642 351 993
Improved Recovery 48 24 73 4] 0 0 1,357 533 1,890 9 3 12 283 117 400
Technical Revisions -32 -3 -35 40 -13 27 -1,928 -1,868 -3,796 433 135 568 118 -192 -74
Discoveries 0 0 0 4] 0 0 1,922 419 2,342 40 10 51 36t 80 441
Acquisitions 3,718 1,474 5,192 0 0 0 51,747 15,020 66,767 499 96 595 12,841 4,074 16,915
Dispositions 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Economic Factors 13 0 13 14 7 21 439 83 522 -8 -4 -12 92 17 109
Production -366 0 -366 -125 0 -125 -19,645 0 -19,645 -393 0 -393 4,158 0 -4,158
December 31, 2005 3,493 1,587 5,080 495 194 689 180,716 57,750 238,466 4,031 1.19] 5,222 38,138 12,597 50,735
Notes:
)] The Improved Recovery values presented above include additions associated with Infill Drilling in accordance with CSA Notice S1-
313 issued April 8, 2004. This guidance is inconsistent with how companies report under U.S. FASB regulations. The following are
the additions associated with Infill Drilling:
Net Proved Plus
Net Proved Net Probable Probable
Light and Medium Oil — Mbbls 48 24 73
Heavy Oil — Mbbls 0 0 0
Gas — MMef 735 224 959
NGL — Mbbls 4 1 6
2) The Corporation has no unconventional reserves (Bitumen, Synthetic Crude Oil, Natural Gas from Coal, etc.).

Future Net Revenue Reconciliation

The following table provides a reconciliation of the estimates of the future net revenue (estimated using
constant prices and costs and calculated using a discount rate of 10 percent) attributed to Proved

Reserves:
Before Tax
2005
Period and Factor (M$)
Estimated Net Present Value at December 31, 2004 ...oririiiiiiriiiie e ireirinree i raeaenees 423208
0il and Gas Sales During the Period Net of Production Costs and Royalties™"........................ (163,447)
Changes due to Prices, Production Costs and Royalties Related to Forecast Production™ ..... 254,081
Development Costs During the Period™ ............cccovieeiierieiiieiiniece i cese e ones 78,500
Changes in Future Development Costs™.............iveiveeiieiiiireirrinnsoreereeseene e arnreeseens (80,636)
Changes Resulting from Extensions and Improved Recovery™ .. .......cocovvvieiiioieinrecninnns 20,975
Changes Resulting from Discoveries™ ........ccvviviiireiiireisiieerinieecereser e eveesiessesana 10,202
Changes Resulting from Acquisitions of ReServes'™ . ..cvvivreeriieiieiiriereeceseresreesresresnns 358,279
Changes Resulting from Dispositions of Reserves'™ ..........ovovvcviorierinrioneceieeeeresreeeeneas -
Changes Resulting from Technical Reserves Revisions......cooccvviiiiiiiiieiiiinni e, 3,180
ACCIEtON OF DISCOUNED ....oeeee et e oot e et e e e et e et reee e e e e s s et e e e ne e ne e 42,321
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Before Tax
2005
Period and Factor (M$)
Net Change in Income TAXES 1ot eeereeeereeeeesesstsrseseeeeseesessiaseeteneseestsotessentresneesrenas -
AlL Other CRan@es ....ivuuiineiirireerieiieiieriereneeeetrieeeeereraieteneetetioseensrssrasesnseestrneenreanes 37,971
Estimated Net Present Value at December 31, 2005 ..ot raas 984,633
Notes: .
) Company actual before income taxes, excluding general and administrative expenses.
2) The impact of changes in prices and other economic factors on future net revenue.
3 Actual capital expenditures relating to the exploration, development and production of oil and gas reserves.
)] The change in forecast development costs for the properties evaluated at the beginning of the period.
%) End of period net present value of the related reserves.
%) Estimated as 10% of the beginning of period net present value.
) The difference between forecast income taxes at beginning of period and the actual taxes for the period plus forecast

income taxes at the end of the period.
Undeveloped Reserves

Over 76% of the Corporation's Proved Undeveloped Reserves (20.4 bef natural gas and 881 mbbls NGL)
exist in the Olds Gas Field Unit No.1. The Corporation plans to develop these reserves over the next
three years by drilling 11 horizontal infill development wells in the Wabamun gas pool.

Over 66% of the Corporation's Probable Undeveloped Reserves (24.8 bef natural gas and 760 mbbls
NGL) exist in the Olds Gas Field Unit No.1. The Corporation plans to develop these reserves over the
next four years by drilling nine horizontal infill development wells in the Wabamun gas pool.

The Corporation holds interests in 65,203 gross acres (50,603 net acres) with 2006 expiry dates (all of
which is located in Canada), however, a substantial amount of these lands can be continued by proving
production capability.

Significant Factors or Uncertainties Affecting Reserves Data

There are numerous uncertainties inherent in estimating quantities of proved reserves, including many
factors beyond the control of the Corporation. The reserve data included herein represents estimates only.
In general, estimates of economically recoverable oil and natural gas reserves and the future net cash
flows therefrom are based upon a number of variable factors and assumptions, such as historical
production from the properties, the assumed effects of regulation by governmental agencies and future
operating costs, all of which may vary considerably from actual results. All such estimates are to some
degree speculative, and classifications of reserves are only attempts to define the degree of speculation
involved. For those reasons, estimatés of the economically recoverable oil and natural gas reserves
attributable to any particular group of properties, classification of such reserves based on risk of recovery
and estimates of future net revenues expected therefrom, prepared by different reserve evaluators or by
the same reserve evaluators at different times, may vary substantially. The actual production, revenues,
taxes and development and operating expenditures of the Corporation with respect to these reserves will
vary from such estimates, and such variances could be material.

Estimates with respect to proved reserves that may be developed and produced in the future are often
based upon volumetric calculations and upon analogy to similar types of reserves rather than actual
production history. Estimates based on these methods are generally less reliable than those based on
actual production history. Subsequent evaluation of the same reserves based upon production history will
result in variations, which may be substantial, in the estimated reserves.
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Consistent with the securities disclosure legislation and policies of Canada, as interpreted by the
securities regulatory authorities in Canada, the Corporation has used forecast prices and costs in
calculating reserve quantities included herein. Actual future net cash flows also will be affected by
other factors such as actual production levels, supply and demand for oil and natural gas,
curtailments or increases in consumption by oil and natural gas purchasers, changes in
governmental regulation or taxation and the impact of inflation on costs.

Future Development Costs
The following table sets forth the amount of future development costs estimated, in total, calculated using
no discount and using a discount rate of 10% in respect of development costs deducted in the estimation

of future net revenue:

Reserves Case (M$)

Proved Proved  Proved plus Probable
Constant  Forecast Forecast
Prices Prices Prices
& Costs & Costs & Costs
2006 29,077 29,077 38,736
2007 18,057 18,418 34,335
2008 14,587 15,176 21,418
2009 1,693 1,796 11,347
2010 1,499 1,622 1,622
Thereafter 11,483 15,147 15,148
Total (Undiscounted) 76,396 81,236 122,606
Total (Discounted at 10%) 60,127 61,947 96,711

The Corporation expects that the above future development costs will be funded through internally-
generated cash flow.

Oil and Gas Wells

The following table sets forth the number and status of wells in which the Corporation had a working or a
royalty interest as at December 31, 2005 which are producing or which the Corporation considers to be
capable of production.

Producing Shut-inM®
0il Gas 0Oil Gas

Gross® Net® Gross? Net™ Gross® Net® Gross* Net®
British Columbia........ - - 1 0.25 - - 1 0.33
Alberta.......coocuvieneine 252 170 742 600 74 50 313 229
Saskatchewan........... 54 46 4 4 6 5 8 7.42
Total..ceviviiniiiniininnns 306 216 747 604.25 §0 55 322 236.75
Notes
[¢)] "Shut-in" wells means wells which are capable of producing crude oil or natural gas but which are not producing due to lack of

available transportation facilities, available markets or other reasons.

2) "Gross" wells are defined as the total number of wells in which the Corporation has an interest.
3) "Net" wells are defined as the aggregate of the numbers obtained by multiplying each gross well by the Corporation's percentage

working interest therein.
(&) All shut-in wells are within five kilometers of pipeline facilities.



17

Properties with No Attributed Reserves

The following table sets out the Corporation's undeveloped land holdings as at December 31, 2005.

Gross Acres 'V Net Acres @
Western Canada............e..n.. 383,946 268,985
United States ....o.veeeveivenennnnn. 3,520 3,520
Total...oviiiieiiieee e 287,466 272,505
Notes:
nH "Gross" refers to the total acres in which the Corporation has an interest.
) "Net" refers to the total acres in which the Corporation has an interest, multiplied by the percentage working interest therein owned by

the Corporation.

An aggregate of 50,603 net acres will expire in 2006, all of which is located in Canada.
Forward Contracts

For details of material commitments to sell natural gas and crude oil which were outstanding at
December 31, 2005, see note 13 to the Trust's audited consolidated financial statements for the year ended
December 31, 2005, which note is incorporated herein by reference.

Additional Information Concerning Abandonment and Reclamation Costs

Abandonment and reclamation costs were estimated for all legal obligations associated with the
retirement of long-lived tangible assets such as wells, facilities and plants based on market prices or on
the best information available where no market price was available. There are approximately 800 net
wells to be reclaimed. The total abandonment and reclamation costs, net of estimated salvage value, are
estimated to be $68 million (without discount) and $19 million discounted at 10%. Of these amounts, $42
million (without discount) and $11 million discounted at 10% were not deducted as abandonment and
reclamation costs in estimating future net revenue as disclosed in the GLJ Report. In the next three
financial years, a total of $1.3 million of the costs are expected to be incurred.

Tax Horizon

As a result of the Trust’s tax efficient structure, annual taxable income is transferred from its operating
entities to the Trust and from the Trust to its Unitholders. This is primarily accomplished through the
deduction of the net profits interest on underlying oil and gas properties and the deduction of interest on
the Notes held by the Trust. Therefore, no income tax liability will be incurred by the Trust for as long as
the organization maintains this corporate tax structure.

Costs Incurred
The following tables summarize capital expenditures (net of incentives and net of certain proceeds and

including capitalized general and administrative expenses) related to the Corporation's activities for the
year ended December 31, 2005 ($000):




Property acquisition costs
Proved properties
Unproved properties

Total acquisition costs

Exploration costs

Development costs

Total Capital Expenditures

Exploration and Development Activities
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380.8
217
408.5
1.3
78.5

488.3
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The following table sets forth the gross and net exploratory and development wells (all of which are in
Canada) in which the Corporation participated during the periods indicated.

Year Ended
December 31, 2005 December 31, 2004
Gross" Net? Gross Net?®
Exploratory
Oil ciir - - - -
Gas coiveeiir 3 1.3 11 4.6
SeIVICE.cuviueiinetiiiieiiiieri e ceaaes - - - -
DIy o 2 1.0 5 33
Total oo, 5 23 16 7.9
Development
Ol e 13 13.0 6 5.6
GaS ceviiieiii e 68 54.2 56 52.6
0 0 - -
1 0.2 3 27
Total c.ociiiiiiiiiiiiaiiic e err s 82 674 65 609
Notes
[€)) "Gross" wells means the numbe( of wells in which the Corporation has an interest.
2) "Net" wells mcans the aggregate of the numbers obtained by multiplying each gross well by the Corporation's percentage working

interest therein.

Production Estimates

The following tables provide a summary of the constant and forecast production volumes estimated for

2006 in the GLJ Report, all of which is in Canada.



19

2006 Production Estimates
Average Daily Rates
| Constant Prices and Costs

! Light and Natural Gas Total Oil
‘ Medium Oil Heavy Oil Natural Gas Liquids Equivalent
! W.I Net W.IL Net W.IL Net W.I. Net W.I. Net

bbl/d bbl/d  bbl/d bbl/d mcf/d mcf/d bbl/d bbld boe/d boe/d

I
Hroved Producing

. Olds Gas Field Unit No. I ............. 0 0 0 0 20,738 14,331 647 432 4,104 2,821

P OthErS v ueereiiieeeeeeienerreeennnienannns 2,121 1,684 625 518 55,599 43,133 997 695 13,010 10,087

. Total Proved Producing ................ 2,121 1,684 625 518 76,337 57,464 1,645 1,127 17,113 12,908
Total Proved

. Olds Gas Field UnitNo. | ............. 0 0 0o 0 22,726 15,697 694 463 4,482 3,079

L Ohers coeveveneeeeeeeeeeeeeeeeinees e 2,195 1,747 643 533 58,868 45,666 1,055 736 13,704 10,627

' Total Proved ......ccoviiiirininninnnnnen. 2,195 1,747 643 533 81,594 61,364 1,749 1,199 18,186 13,706

|
Total Proved plus Probable

i Olds Gas Field UnitNo. 1 ............. 0 0 0 0 23,570 16,267 709 473 4,637 3,184
; 101121 ¢ 2,673 2,067 736 609 61,903 47,841 1,088 758 14,814 11,408
Total Proved plus Probable ............ 2,673 2,067 736 609 85,473 64,109 1,796 1,231 19,452 14,592
Note:
[€))] "W.L" means working interest.

2006 Production Estimates
! Average Daily Rates
Forecast Prices and Costs

Light and Natural Gas Total Oil
Medium Oil Heavy Qil Natural Gas Liquids Equivalent
W.I Net W.I Net W.I. Net W.I Net W.I. Net

bbl/d bbl/d  bbl/d bbl/d mcf/d mcf/d bbl/d bbl/d boe/d boe/d

Proved Producing

Olds Gas Field Unit No. 1 ............. 0 0 0 0 20,738 14,331 647 432 4,104 2,821
OHhETS eeeneeerirncereseee e eaeeeenneas 2,121 1,684 625 S 55,599 43,133 997 696 13,010 10,080
| Total Proved Producing ................ 2,121 1,684 625 511 76,337 57,464 1,645 1,128 17,113 12,901

\
Total Proved

' Olds Gas Field Unit No. | «..cvueeeeens 0 0 0 0 22,726 15,697 694 463 4,482 3,080
' OherS vvveeecerinniieienieee s 2,195 1,747 643 526 - 58,868 45,666 1,055 736 13,704 10,620
¢ Total Proved ....coovvvviineinniinannnin, 2,195 1,747 643 526 81,594 61,364 1,749 1,200 18,186 13,700

Total Proved plus Probable ‘
© Olds Gas Field Unit No. 1 ............. 0 0 0 0 23,570 16,267 709 476 4,637 3,185

D OthErS cenveeunereee e i eerieaaarena, 2,674 2,067 736 601 - 61,903 47,841 1,088 758 14,814 11,400
Total Proved plus Probable ............ 2,674 2,067 736 601 85,473 64,109 1,796 1,232 19,452 14,585
Note:
(1) "W [." means working intcrest.




Exemption Numb
er
20 82-34890

Production History

The following table sets forth the Corporation's average daily production volume before deductions of
royalties payable to others, crude oil prices, and net oil and gas capital expenditures incurred for each
quarter of the Corporation's most recent year ended, all of which was in Canada. Also shown are average
annual netbacks received by product category.

First Second Third Fourth
2005 Information Quarter Quarter Quarter Quarter Annual
Average Daily Production
Oil (bbl/A) .eereieeiiieiieeeees 394 1,216 2,159 2,840 1,660
NGL (bbl/d) weevieeeiniiiiieeennee, 1,310 1,357 1,424 1,725 1,455
Natural Gas (mef/d) ....oooooeeennne. 54,963 65,709 79,056 79,494 69,898
0il and NGL Netback ($/bbl)"
Revenue.....cooveiieeiiiiicieininecinnnnnns 48.46 54.48 64.34 60.21 58.64
Royalties . .coo.veneinineeninieeiinveeennanen. 10.75 12.68 14.21 14.24 13.44
Production CostS.....cvvviiniinniinennes 8.42 9.89 11.23 8.53 9.61
Netback .vveeeriiieiieiiiiiriiierennieaes 29.29 3191 38.90 37.44 35.59
Natural Gas Netback ($/mcf)”
Revenue.....cooovvvvvecveiniciininennnnnn. 7.12 7.46 8.50 10.87 8.67
Royalties ....cooovviiiiiiniiiiiiiininnninn 1.73 1.54 1.77 2.98 2.05
Production CostS.....ccovvevevenvenennnnne 1.24 1.35 1.48 1.54 1.42
Netback .iovevvriiiiiiiiiei e 4.15 4.57 5.25 6.35 5.20
Capital Expenditures ($000's)
Western Canada
Acquisitions / (Dispositions)? ... 30 6,971 99,745 181 106,927
Exploration and Development.... 5,955 8,180 17,808 16,714 48,657
Plants, Facilities and Pipelines ... 3,450 8,081 5,369 6,469 23,369
Land and Lease.......c.oceuvvvnvnnnn 375 1,234 1,253 1,043 3,905
Capitalized G&A ......ccevvvneeeeen. 674 839 904 1,035 - 3452
East Coast ..vvveveineniiniiineeernrennnnns - - - - -
Other capital costs .....ooccviieniiinnnnne 82 246 150 145 623
Total cuveeeiieceeiiee e 10,566 25,551 125,229 25,587 186,933
Notes
m Operating expenses are allocated between NGL's and natural gas in the ratio of gross revenue received for cach product during the
period.
(2) The acquisition amounts do not include the issuance of 24.1 million Trust Units valued at approximately $301.3 million relating to the

acquisition of Resolute.
Development

During 2006, the Corporation intends to undertake natural gas development projects that realize
commercial value with low finding and development costs.

The budgeted capital program for 2006 is approximately $63 million. The Berry/Winnifred area will be a
significant focus for the Corporation in 2006 with planned spending of approximately $19 million on a 26
well program. In the Greater Olds area, the Corporation plans on drilling 11 wells in 2006 and will
participate in a multi-well farm-out agreement costing a total of $17 million. In the Peace River Arch the
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Corporation plans on spending $7 million to drill nine wells and in Saskatchewan seven wells are planned
for $6 million. In Central Alberta, the Corporation will spend approximately $2 million on facility de-
bottlenecking, recompletions and optimizations as well as drilling two wells. In Southemn Alberta, Esprit
will spend $1 million with the majority of activity conducted through a farm-out.

DESCRIPTION OF THE TRUST
General

The Trust is an open-end unincorporated mutual fund trust governed by the laws of the Province of
Alberta and created pursuant to the Trust Indenture. The Trust's business consists of:

(a) acquiring, investing, transferring, disposing of and otherwise dealing with, directly or indirectly,
any of the securities issued by the Corporation, including securities of the Corporation's
subsidiaries and affiliates, the Common Shares and the Notes, borrowing funds for those purposes
and holding the NPI,

) investing in any other securities and in any other investments as the Trustees may determine and
borrowing funds for that purpose;

(©) issuing Trust Units, convertible securities or securities exchangeable for Trust Units for the
purpose of obtaining funds to conduct any of the activities of the Trust, completing any
acquisition of securities or any other assets for the benefit of the Trust;

(d) disposing of any part of the property of the Trust;
(e) satisfying the obligations, liabilities or indebtedness of the Trust; and
® performing all acts necessary, incidental, ancillary or related to any of the foregoing purposes.

The Trustees are prohibited from acquiring any investment which, (i) would result in the cost amount to
the Trust of all "foreign property” (as defined in the Tax Act) which is held by the Trust to exceed the
amount prescribed by section 5000 of the regulations promulgated under the Tax Act, or (ii) would result
in the Trust not being considered either a "unit trust” or a "mutual fund trust” for purposes of the Tax Act.

Trust Units

The beneficial interests in the Trust are divided into interests of one class, described and designated as
Trust Units, which are entitled to the rights and subject to the limitations, restrictions and conditions set
out in the Trust Indenture.

Authorized Classes

The Trust is authorized to issue one class of Trust Units. Effective June 30, 2005, the Trust completed the
Reclassification pursuant to which the former Class A Trust Units and Class B Trust Units of the Trust
were reclassified as the Trust Units. See "General Development of the Trust — Subsequent to the Esprit
Arrangement — Reclassification of Trust Units". As at December 31, 2005, an aggregate of 66,322,792
Trust Units were issued and outstanding.
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Voting

Each Trust Unit entitles the holder thereof to one vote at all meetings of the holders of Trust Units or in
respect of any written resolution.

Distributions

Each Trust Unit represents an equal fractional undivided beneficial interest in any distribution from the
Trust (whether of net income, net realized capital gains or other amounts) and in any net assets of the
Trust in the event of termination or winding-up of the Trust. All Trust Units rank among themselves
equally and rateably without discrimination, preference or priority.

Transferability

Subject to certain restrictions described under "Description of the Trust — Non-Resident Unitholders",
each Trust Unit is freely transferable.

Redemption and Conversion

Each Trust Unit is not subject to pre-emptive rights and entitles the holder thereof to require the Trust to
redeem any or all of the Trust Units held by such holder. See "Redemption Right".

Nature of Trust Units

The Trust Units do not represent a traditional investment and should not be viewed as "shares" in either
the Corporation or the Trust. As holders of Trust Units in the Trust, Unitholders do not have the statutory
rights normally associated with ownership of shares of a corporation including, for example, the right to
bring "oppression" or "derivative" actions. The price per Trust Unit is generally a function of the
anticipated distributable income from the Corporation and the ability of the Corporation to effect long
term growth in the value of the Trust. The market price of the Trust Units is sensitive to a variety of
market conditions including, but not limited to, interest rates, commodity prices and the ability of the
Trust to acquire additional assets. Changes in market conditions may adversely affect the trading price of
the Trust Units.

The Trust Units are not "deposits" within the meaning of the Canada Deposit Insurance
Corporation Act (Canada) and are not insured under the provisions of that Act or any other
legislation. Furthermore, the Trust is not a trust company and, accordingly, is not registered under
any trust and loan company legislation as it does not carry on or intend to carry on the business of
a trust company.

Post-Arrangement Entitlements

An unlimited number of Post-Arrangement Entitlements may be created and issued pursuant to the Trust
Indenture. Post-Arrangement Entitlements were issued under the Esprit Arrangement to persons who did
not provide or did not properly complete a declaration as to their residency for the purpose of the Tax Act.
Subsequent to the Reclassification, each Post-Arrangement Entitlement entitles the holder thereof to
receive one Trust Unit upon contacting the transfer agent of the Trust without satisfying the prior
requirement to declare their residency. As at December 31, 2005, an aggregate of 35,372 Post-
Arrangement Entitlements were issued and outstanding.

Each Post-Arrangement Entitlement entitles the holder to one vote at any meeting of the holders of Trust
Units. Post-Arrangement Entitlements may not be transferred and are not entitled to distributions
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declared on the Trust Units. In addition, Post-Arrangement Entitlements are not entitled to any
distributions of the Trust's net assets in the event of termination or winding-up of the Trust.

Post-Arrangement Entitlements are not subject to redemption.
Special Voting Units

In order to allow the Trust flexibility in pursuing corporate acquisitions, the Trust Indenture allows for the
creation of Special Voting Units entitling the holders thereof to such number of votes at meetings of
unitholders as may be prescribed. Special Voting Units will enable the Trust to provide voting rights to
holders of Exchangeable Shares and, in the future, to holders of other exchangeable shares that may be
issued by the Corporation or other subsidiaries of the Trust in connection with other exchangeable share
transactions.

An unlimited number of Special Voting Units may be created and issued pursuant to the Trust Indenture.
Holders of Special Voting Units shall not be entitled to any distributions of any nature whatsoever from
the Trust or have any beneficial interest in any assets of the Trust upon its termination. Except for the
right to vote at meetings of the Unitholders, the Special Voting Units shall not confer upon the holders
thereof any other rights.

Under the terms of the Voting and Exchange Trust Agreement, the Trust has issued one Special Voting
Unit to the Voting and Exchange Trust Agreement Trustee, which entitles the holders of record of
Exchangeable Shares to a number of votes at meetings of Unitholders equal to the aggregate equivalent
vote amount.

Debentures

The Debentures were issued on July 28, 2005 with an initial maturity date of August 31, 2005, which was
subsequently extended to December 31, 2010 upon the closing of the acquisition by the Corporation of
Markedon. The Debentures bear interest at the rate of 6.50% per annum and pay interest semi-annually in
arrears on June 30 and December 31 each year. The Debentures are direct unsecured obligations of the
Trust and are subordinated to all senior indebtedness of the Trust. The Debentures rank equally with all
other unsecured and subordinated indebtedness of the Trust. Payment of principal and interest on the
Debentures ranks in priority to the payment of distributions on the Trust Units. The Debentures are not
redeemable on or before December 31, 2008. The Trust may redeem the Debentures after December 31,
2008 and on or prior to December 31, 2009 at a price of $1,050 per Debenture and at a price of $1,025 per
Debenture after December 31, 2009 and prior to maturity, in each case plus accrued and unpaid interest.
Each Debenture is convertible into Trust Units at the option of the holder at any time prior to the close of
business on the earlier of the maturity date and the business day immediately preceding the date specified
by the Trust for redemption of the Debentures at a conversion price of $13.85 per Trust Unit, subject to
adjustment in certain events. Holders converting their Debentures will receive accrued and unpaid
interest, if any, thereon. As at December 31, 2005, 4,150 Debentures with a face value of $4.15 million
had been converted into Trust Units. The Debentures trade on the TSX under the symbol "EEE.DB".

Unithoelder Limited Liability

The Trust Indenture provides that no Unitholder, in its capacity as such, shall incur or be subject to any
liability in contract or in tort in connection with the Trust or its obligations or affairs and, in the event that
a court determines Unitholders are subject to any such liabilities, the liabilities will be enforceable only
against, and will be satisfied only out of the Trust's assets. Pursuant to the Trust Indenture, the Trust will
indemnify and hold harmless each Unitholder from any cost, damages, liabilities, expenses, charges or
losses suffered by a Unitholder from or arising as a result of such Unitholder not having such limited

liability.
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The Trust Indenture provides that all contracts signed by or on behalf of the Trust must contain a
provision to the effect that such obligation will not be binding upon Unitholders personally.
Notwithstanding the terms of the Trust Indenture, Unitholders may not be protected from liabilities of the
Trust to the same extent a shareholder is protected from the liabilities of a corporation. Personal liability
may also arise in respect of claims against the Trust (to the extent that claims are not satisfied by the
Trust) that do not arise under contracts, including claims in tort, claims for taxes and possibly certain
other statutory liabilities. The possibility of any personal liability to Unitholders of this nature arising is
considered unlikely in view of the fact that the primary activity of the Trust is to hold securities, and all
business operations are carried out by the Corporation. In addition, the /ncome Trust Liability Act
(Alberta) was proclaimed in Alberta on July 1, 2004. The /ncome Trust Liability Act (Alberta) provides
that the beneficiary of a trust that is (i) created by a trust instrument governed by the laws of Alberta, and
(11) a reporting issuer as defined in the Securities Act (Alberta), is not liable as a beneficiary for any act,
default, obligation or liability of the trustee.

The activities of the Trust and the Corporation are conducted, upon the advice of counsel, in such a way
and in such jurisdictions as to avoid as far as possible any material risk of liability to the Unitholders for
claims against the Trust including by obtaining appropriate insurance, where available, for the operations
of the Corporation and having contracts signed by or on behalf of the Trust include a provision that such
obligations are not binding upon Unitholders personally.

Issuance of Trust Units

The Trust Indenture provides that Trust Units, including rights, warrants and other securities to purchase,
to convert into or to exchange into Trust Units, may be created, issued, sold and delivered on such terms
and conditions and at such times as the Board of Trustees, upon the recommendation of the Board of
Directors of the Corporation may determine. The Trust Indenture also provides that the Trust may
authorize the creation and issuance of debentures, notes and other evidences of indebtedness of the Trust
which debentures, notes or other evidences of indebtedness may be created and issued from time to time
on such terms and conditions to such persons and for such consideration as the Corporation may
determine.

Cash Distributions

The Board of Trustees may declare payable to the Unitholders all or any part of the net income of the
Trust earned from interest income on the Notes and from the income generated under the NPI Agreement,
less all expenses and liabilities of the Trust due and accrued and which are chargeable to the net income
of the Trust. In addition, Unitholders may, at the discretion of the Board of Directors, receive
distributions in respect of prepayments of principal on the Notes made by the Corporation to the Trust
before the maturity of the Notes.

Cash distributions are made on the 15th day of each month to Unitholders of record on the immediately
preceding Distribution Record Date, or if such day does not fall on a business day, the next following
business day. The following cash distributions have been declared to Unitholders since the Esprit
Arrangement.

Record Date Payment Date A Per Trust Unit Total Distribution
2004
October 29, 2004 November 15, 2004 $0.14 $5,581,597
November 30, 2004 December 15, 2004 £0.14 85,592,982

December 31, 2004 January 17, 2005 $0.14 $5,613,887




25

2005

January 31, 2005 February 15, 2005 $0.14 $5,628,554
February 28, 2005 * March 15, 2005 $0.14 $5,630,611
March 31, 2005 April 15, 2005 $0.14 v $5,632,200_
May 2, 2005 May 16, 2005 $0.14 $5,652,988
May 31, 2005 June 15, 2005 $0.14 $9,024,437
June 30, 2005 July 15,2005 $0.14 $9,025,312
July 29, 2005 August 15, 2005 $0.14 $9,025,768
August 31, 2005 September 15, 2005 $0.14 £9,027,334
September 30, 2005 October 14, 2005 $0.14 $9,034,972
October 31, 2005 November 15, 2005 $0.15 $9.851,979
November 30, 2005 December 15, 2005 $0.15 $9,853,880
December 30, 2005 January 16, 2006 ‘ $0.15 $9,948,419

Redemption Right

Trust Units are redeemable at any time on demand by the holders thereof upon delivery to the Trust of the
certificate or certificates representing such Trust Units, accompanied by a duly completed and properly
executed notice requiring redemption. Upon receipt of the notice to redeem Trust Units by the Trust, the
holder thereof shall only be entitled to receive the Market Redemption Price.

For the purposes of this calculation, "market price" is an amount equal to the simple average of the
closing price of the Trust Units for each of the trading days on the applicable stock exchange or other
market on which the Trust Units are quoted for trading and on which there was a closing price; provided
that, if the applicable exchange or market does not provide a closing price but only provides the highest
and lowest prices of the Trust Units traded on a particular day, the market price shall be an amount equal
to the simple average of the average of the highest and lowest prices for each of the trading days on which
there was a trade; and provided further that if there was trading on the applicable exchange or market for
fewer than five of the 10 trading days, the market price shall be the simple average of the Closing Market
Price on each of the 10 trading days. The "closing market price" shall be: an amount equal to the closing
price of the Trust Units on the apphcable exchange if there was a trade on the date; if the applicable
exchange does not prov1de for a closmg price for the Trust Units, an amount equal to the average of the
highest and lowest prices of the Trust Units if there was trading on such date; or if there' was no trading on
such date, the average of the last bid and last ask prices of the Trust Units.

The aggregate Market Redemption Price payable by the Trust in respect of any Trust Units surrendered
for redemption during any calendar month shall be satisfied by way of a cash (cheque) payment on the
last day of the following month. The entitlement of Unitholders to receive cash upon the redemption of
their Trust Units is subject to the limitation that the total amount payable by the Trust in respect of such
Trust Units and all other Trust Units tendered for redemption in the same calendar month shall not exceed
$100,000 (the "Monthly Limit"); provided that the Trust may, in its sole discretion, waive such limitation
in respect of any calendar month. Unitholders receiving a distribution in specie of securities of the Trust
will be entitled to receive a price per Trust Unit (hereinafter called the "In Specie Redemption Price")
equal to the fair market value thereof as determined by the Trust and the In Specie Redemption Price
shall, subject to all necessary regulatory approvals, be paid and satisfied by way of a distribution in specie
of the securities held by the Trust, on the basis, per Trust Unit tendered for redemption, of the number of
each class of securities owned by the Trust on the date such Trust Units were tendered for redemption,
each such class of other securities divided by the number of Trust Units outstanding on such date. The In
Specie Redemption Price payable in respect of Trust Units tendered for redemption during any month
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shall be paid by the transfer, to or to the order of the Unitholder who exercised the right of redemption, on
the last day (the "Transfer Date") of the calendar month following the month in which the Trust Units
were tendered for redemption, of the number of each class of securities determined as aforesaid. The
Trust shall be entitled to all other interest paid or accrued and unpaid to and including the Transfer Date,
distributions declared and paid or declared payable on or before the Transfer Date and all other income,
profits, earnings and royalties paid or accrued and unpaid on any securities being transferred to and
including the Transfer Date.

In the absence of such a waiver, Trust Units tendered for redemption in any calendar month in which the
total amount payable by the Trust exceeds the Monthly Limit will be redeemed for cash by order of the
date on which Trust Units are tendered for redemption, and, for all Trust Units tendered on the same date,
on a pro rata basis up to the maximum total amount which does not exceed the Monthly Limit and,
subject to the receipt of any applicable regulatory approvals, by a distribution in specie of securities held
by the Trust on a pro rata basis.

If at the time Trust Units are tendered for redemption by a Unitholder, the outstanding Trust Units are not
listed for trading on any stock exchange or market which the board of directors of the Corporation
considers, in its sole discretion, provides representative fair market value price for the Trust Units or
trading of the outstanding Trust Units is suspended or halted on any stock exchange on which the Trust
Units are listed for trading or, if not so listed, on any market on which the Trust Units are quoted for
trading, on the date such Trust Units are tendered for redemption or for more than five trading days
during the 10 trading day period, commencing immediately after the date such Trust Units were tendered
for redemption, then such Unitholder shall, instead of the Market Redemption Price, be entitled to receive
the In Specie Redemption Price.

This redemption right will not be the primary mechanism for holders of Trust Units to dispose of their
Trust Units. Securities which may be distributed in specie to Unitholders in connection with a
redemption will not be listed on any stock exchange and no market is expected to develop in such
Securities. In addition, the Securities may not be qualified investments for trusts governed by registered
retirement savings plans, registered retirement income funds, deferred profit sharing plans and registered
education savings plans.

Non-Resident Unitholders

It is in the best interest of Unitholders that the Trust qualifies as a "unit trust" and a "mutual fund trust"
under the Tax Act. Certain provisions of the Tax Act require that the Trust not be established nor
maintained primarily for the benefit of Non-Residents. Accordingly, in order to comply with such
provisions, the Trust Indenture contains a prohibition on the ownership of Trust Units by Non-Residents
and provides that at no time may Non-Residents be the beneficial owners of more than 49% of the Trust
Units issued and outstanding. The Trust may require declarations as to the jurisdictions in which
beneficial owners of the Trust Units are resident.

If at any time the Trust becomes aware, as a result of acquiring such declarations as to beneficial
ownership, that the beneficial owners of 49% of the Trust Units (or rights to acquire Trust Units) then
outstanding are, or may be, Non-Residents or that such a situation is imminent, the Trust may make a
public announcement thereof and shall not accept subscription for such Trust Units from or issue or
register a transfer of such Trust Units to a Person unless the Person provides a declaration in form and
content satisfactory to the Trust that the Person is not a Non-Resident.

Meetings of Unitholders

The Trust Indenture provides that annual meetings of Unitholders must be called and held for, among
other matters, the appointment of Trustees of the Trust and the appointment of auditors of the Trust.
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Special meetings of the Unitholders may be called at any time by the Trustees and shall be called by the
Trustees upon a written request of Unitholders holding in the aggregate not less than 10% of the Trust
Units then outstanding. A requisition must, among other things, state in reasonable detail the business
purpose for which the meeting is to be called. ‘

Unitholders are entitled to pass resolutions that will bind the Trustees in respect of, among other things,
the termination of the Trust, the sale of all or substantially all of the assets of the Trust and any other
matters required by securities law, stock exchange rules or other laws or regulations to be submitted to
Unitholders for their approval. Except in respect of the election or removal of one or more trustee, the
appointment of an inspector or the appointment or removal of auditors, any action taken or resolution
passed, shall be by special resolution requ1r1ng the affirmative vote of the holders of more than 66%:% of
the Trust Units.

Unitholders may attend and vote at all meetings of Unitholders either in person or by proxy and a
proxyholder need not be a Unitholder. Two or more individuals present in person or represented by proxy
and representing in the aggregate not less than 20% of the votes attaching to all outstanding Trust Units
shall constitute a quorum for the transaction of business at all such meetings.

The Trust Indenture contains provisions as to the notice required and other procedures with respect to the
calling and holding of meetings of Unitholders in accordance with the requirements of applicable laws.

Reporting to Unitholders

The financial statements of the Trust are audited annually by an independent recognized firm of chartered
accountants. The audited financial statements of the Trust, together with the report of such chartered
accountants, are mailed or made available by the Trustee to Unitholders and the unaudited interim
financial statements of the Trust are made available to Unitholders within the periods prescribed by
securities legislation. The year end of the Trust is December 31.

The Trust is subject to the continuous disclosure obligations under all applicable securities legislation.
Take-over Bids

The Trust Indenture contains provisions to the effect that if a take-over bid is made for the Trust Units
and not less than 90% of the Trust Units (other than Trust Units held at the date of the takeover bid by or
on behalf of the offeror or associates or affiliates of the offeror) are taken up and paid for by the offeror,
the offeror will be entitled to acquire the Trust Units held by Unitholders who did not accept the takeover
bid on the terms offered by the offeror.

The Trustees

For a list of the Trustees of the Trust, see "Trustees, Directors and Officers”. The Trustees are
responsible for, among other things, accepting subscriptions for Trust Units and issuing Trust Units
pursuant thereto and maintaining the books and records of the Trust and providing timely reports to
holders of Trust Units. The Trust Indenture provides that the Trustees shall act honestly and in good faith
with a view to the best interests of the Trust and in connection therewith, shall exercise the degree of care,
diligence and skill that a reasonably prudent person would exercise in comparable circumstances.

Delegation of Authority, Administration and Trust Governance
The Board of Directors has generally been delegated the significant management decisions of the Trust.

In particular, the Board of Trustees has delegated to the Corporation respon51b111ty for any and all matters
relating to, among other things, the following:
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(a) to supervise the activities and manage the investments and affairs of the Trust;
(b) to manage the Trust's assets;
© to maintain records and provide reports to Unitholders;
(d) to enter into any agreement or instrument to create or provide for the issue of Trust Units

(including any firm or best efforts underwriting agreement) and to do all things and prepare and
sign all documents to qualify those Trust Units for sale in whatever jurisdictions they will be sold
or offered for sale;

(e) to effect payment of Distributions to the Unitholders;

) to possess and exercise all the rights, powers and privileges pertaining to the ownership of any
securities comprising the Trust's assets (including the Notes);

(g) subject to the limitations contained in the Trust Indenture, to sell, transfer, assign and convey, for
and on behalf of the Trust, all or any portion of the Trust's assets on such terms and conditions as
shall deem to be in the best interests of the Unitholders;

(h) without limit as to amount, to borrow money or otherwise obtain credit in the name of the Trust
from time to time, from any Person for the purpose of carrying out the business or any other
purposes of the Trust;

(1) to charge, mortgage, hypothecate, pledge or assign on behalf of the Trust, or grant any security
interest, lien or encumbrance over or with respect to, all or any portion of the currently owned or
subsequently acquired Trust's assets for any purpose, including to secure any monies borrowed or
other liabilities or obligations of the Trust or to secure any guarantee granted by the Trust;

€)] to pay all taxes or assessments, of whatever kind or nature, whether within or outside Canada,
imposed upon or against the undertaking of the Trust or income of the Trust, or imposed upon or
against the Trust's assets, the undertaking of the Trust or income of the Trust, or any part thereof;

(k) to make, execute, acknowledge and deliver any and all deeds, contracts, waivers, releases or other
documents of transfer and any and all other instruments in writing necessary (including tax
elections or designations) or proper for the accomplishment of any of the powers granted under
the terms of the Trust Indenture; and

)] to do all such other acts and things as are incidental to the foregoing, and to exercise all powers
which are necessary or useful to carry on the purpose and activities of the Trust, to promote any
of the purposes for which the Trust is formed and to carry out the provisions of the Trust
Indenture.

Liability of the Trustees

The Trustees, and the officers and agents of the Trust shall not be liable to any Unitholder or any other
person, in tort, contract or otherwise, in connection with any matter pertaining to the Trust or the property
of the Trust, arising from the exercise by the Trustees of any powers, authorities or discretion conferred
under the Trust Indenture, including, without limitation, entering into the Administration Agreement and
relying on the Corporation thereunder, any action taken or not taken in good faith in reliance on any
documents that are, prima facie, properly executed, any depreciation of, or loss to, the property of the
Trust incurred by reason of the sale of any asset, any inaccuracy in any evaluation provided by any
appropriately qualified person, any reliance on any such evaluation, any action or failure to act of the
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Corporation, or any other person to whom the Trustees have, with the consent of the Corporation,
delegated any of its duties thereunder, or any other action or failure to act (including failure to compel in
any way any former trustee to redress any breach of trust or any failure by the Corporation to perform its
duties under or delegated to it under the Trust Indenture or any other contract), including anything done or
permitted to be done pursuant to, or any error or omission relating to, the rights, powers, responsibilities
and duties conferred upon, granted, allocated and delegated to the Corporation thereunder or under the
Administration Agreement, or the act of agreeing to the conferring upon, granting, allocating and
delegating any such rights, powers, responsibilities and duties to the Corporation in accordance with the
terms of the Trust Indenture or under the Administration Agreement, unless and to the extent such
liabilities arise out of the gross negligence, dishonesty or fraud of the Trustees or any of the Trust's
officers or agents. In the exercise of the powers, authorities or discretion conferred upon the Trustees
under the Trust Indenture, the Trustees are and shall be conclusively deemed to be acting as trustees of
the assets of the Trust and shall not be subject to any personal liability for any debts, liabilities,
obligations, claims, demands, judgments, costs, charges or expenses against or with respect to the Trust or
the property of the Trust. In addition, the Trust Indenture contains other customary provisions limiting
the liability of the members of the Board of Trustees.

Amendments to the Trust Indenture

The provisions of the Trust Indenture may only be amended by the Trustees with the consent of
Unitholders evidenced by Special Resolution; provided that the Trustees may, without the consent of the
Unitholders, amend the Trust Indenture at any time for the purpose of:

(a) ensuring continuing compliance with applicable laws (including the Tax Act), regulations,
requirements or policies of any governmental authority having jurisdiction over the Trustees or
the Trust;

(b) making amendments which, in the opinion of the Trustees, provide additional protection or added

benefits for the Unitholders;

(©) removing any conflicts or inconsistencies in the Trust Indenture or making minor changes or
corrections including the correction or rectification of any ambiguities, defective provisions,
errors, mistakes or omissions, which are, in the opinion of the Trustees, necessary or desirable
and not prejudicial to the Unitholders;

(d) making amendments which, in the opinion of the Trustees, are necessary or desirable in the
interests of the Unitholders as a result of changes in taxation laws or policies of any
governmental authorities having jurisdiction over the Trustees or the Trust; or

(e) for any purpose (except one in respect of which a vote by Unitholders is specifically otherwise
required) if the Trustees are of the opinion that the amendment is not prejudicial to Unitholders
and is necessary or desirable,

but, notwithstanding the foregoing, no such amendment shall be adopted which causes (i) the Trust to fail
to qualify as a "mutual fund trust" under the Tax Act or (ii) the Trust Units to constitute "foreign
property" for purposes of the Tax Act, without the consent of the Unitholders. In addition, no such
amendment shall modify the right to one vote per Trust Unit or reduce the fractional undivided interest in
the Trust's assets represented by any Trust Unit without the consent of the holder of such Trust Unit.

Termination of the Trust

Unless the Trust is earlier terminated or extended by vote of the Unitholders, the Trust shall continue for a
term ending 21 years after the date of death of the last surviving issue of Her Majesty, Queen Elizabeth 11,
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alive on August 16, 2004. For the purpose of terminating the Trust by such date, the Trustees shall
commence to wind-up the affairs of the Trust on such date as may be determined by the Trustees, being
not more than two years prior to the end of the term of the Trust. In the event that the Trust is wound-up,
the Trustees will sell and convert into money the property of the Trust in one transaction or in a series of
transactions at public or private sale and do all other acts appropriate to liquidate the property of the
Trust, and shall in all respects act in accordance with the directions, if any, of the Unitholders in respect
of termination authorized pursuant to the Special Resolution authorizing the termination of the Trust.
After paying, retiring or discharging or making provision for the payment, retirement or discharge of all
known liabilities and obligations of the Trust and providing for indemnity against any other outstanding
liabilities and obligations, the Trustees shall distribute the remaining part of the proceeds of the sale of the
assets together with any cash forming part of the property of the Trust among the Unitholders in
accordance with their pro rata share.

The Unitholders may vote by Special Resolution to terminate the Trust at any meeting of Unitholders
duly called by the Trustees for the purpose of considering termination of the Trust, following which the
Trustees shall commence to wind-up the affairs of the Trust.

Voting of Securities Held by the Trust

The securities (including the Common Shares and the Notes) held from time to time by the Trust as part
of the Trust's assets may be voted by the Trustees at any and all meetings of securityholders of such
Persons in which the Trust holds securities, at which the holders of such securities are entitled to vote.
However, the Trustees may not at any time under any circumstances whatsoever authorize:

(a) any amalgamation, arrangement or other merger of the Trust or the Corporation with any other
corporation except with one or more direct or indirect wholly-owned subsidiaries of the Trust or
in conjunction with an internal reorganization;

(b) any sale or disposition of any securities held by the Trust or any other sale, lease or exchange of
all or substantially all of the Trust's assets, pursuant to an in specie redemption (as defined
herein), pursuant to any security granted, pursuant to any internal reorganization of the direct or
indirect assets of the Trust as a result of which the Trust has the same interest, whether direct or
indirect, in the assets as the interest, whether direct or indirect, that it had prior to the
reorganization or where any such sale, lease or exchange is effected between or among the Trust
and any one or more of:

(1) the Corporation;

(i1) any other corporation, partnership, firm or other form of entity or organization that is
directly or indirectly wholly-owned by the Trust;

(i)  any trust or trusts, the sole beneficiaries of which are the Trust and/or any of the Persons
referred to in (i) and (ii) above; and

(iv)  any partnership, the only partners of which are Persons referred to in (i) to (ii1) above;

(©) any sale, lease or exchange of all or substantially all of the assets of the Corporation except
pursuant to any security granted by the Corporation, pursuant to any internal reorganization, or
where any such sale, lease or exchange is effected between or among any one or more of:

1) the Trust;

(i1) the Corporation;
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(ii1) any other corporation, partnership, firm or other form of entity or organization that is
directly or indirectly wholly-owned by the Trust;

(1v) any trust or trusts, the sole beneficiaries of which are the Trust and/or any of the Persons
referred to in (i) to (iii) above; and

v) any partnership, the only partners of which are Persons referred to in (i) to (iv) above;

(d) any material amendment to the Note Indenture other than in contemplation of a future issuance of
Notes; or

(e) any material amendment to the articles of the Corporation to change its authorized share capital

or otherwise amend its constating documents in a manner which may be prejudicial to the Trust,
without the approval of the Unitholders by Special Resolution.
DESCRIPTION OF THE CORPORATION

The Corporation is authorized to issue an unlimited number of Common Shares and an unlimited number
of Exchangeable Shares. The Trust is the sole holder of the issued and outstanding Common Shares.

Common Shares

Each Common Share entitles the holder to receive notice of and to attend all meetings of the shareholders
of the Corporation and to one vote at such meetings. The holders of Common Shares are, at the discretion
of the Board of Directors and subject to applicable legal restrictions, and subject to certain preferences of
holders of Exchangeable Shares, entitled to receive any dividends declared by the Board of Directors on
the Common Shares to the exclusion of the holders of Exchangeable Shares, subject to the proviso that no
dividends shall be paid on the Common Shares unless all declared dividends on the outstanding
Exchangeable Shares have been paid in full. The holders of Common Shares are entitled to share equally
in any distribution of the assets of the Corporation upon the liquidation, dissolution, bankruptcy or
winding-up of the Corporation or other distribution of its assets among its shareholders for the purpose of
winding-up its affairs. Such participation is subject to the rights, privileges, restrictions and conditions
attaching to the Exchangeable Shares and any other shares having priority over the Common Shares.

Exchangeable Shares
Rights of Exchangeable Shares

Each Exchangeable Share has economic rights (including the right to have the Exchange Ratio adjusted to
account for distributions paid to Unitholders) and voting attributes (through the benefit of the Special
Voting Units granted to the Voting and Exchange Trust Agreement Trustee) equivalent to those of the
Trust Units. In addition, holders of Exchangeable Shares have the right to receive Trust Units at any time
in exchange for their Exchangeable Shares, on the basis of the Exchange Ratio in effect at the time of the
exchange. Fractional Trust Units will not be delivered on any exchange of Exchangeable Shares. In the
event that the Exchange Ratio in effect at the time of an exchange would otherwise entitle a holder of
Exchangeable Shares to a fractional Trust Unit, the number of Trust Units to be delivered will be rounded
to the nearest whole number of Trust Units. Holders of Exchangeable Shares do not receive cash
distributions from the Trust or the Corporation. Rather, the Exchange Ratio is adjusted to account for
distributions paid to Unitholders. The Exchangeable Shares are not to be listed on any stock exchange.
An aggregate of 2,424,415 Exchangeable Shares were issued pursuant to the Esprit Arrangement. As at
December 31, 2005, an aggregate of 466,918 Exchangeable Shares were issued and outstanding which, as
at such date, were exchangeable for an aggregate of 545,148 Trust Units.
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Ranking

The Exchangeable Shares shall be entitled to a preference over the Common Shares and any other shares
ranking junior to the Exchangeable Shares with respect to the payment of dividends and the distribution
of assets in the event of the liquidation, dissolution or winding-up of the Corporation, whether voluntary
or involuntary, or any other distribution of the assets of the Corporation among its sharcholders for the
purpose of winding up its affairs; provided that notwithstanding such ranking the Corporation shall not be
restricted in any way from repaying indebtedness of the Corporation to the Trust from time to time.

Dividends

The holders of Exchangeable Shares, in priority to the Common Shares and any class of shares of the
Corporation ranking junior to the Exchangeable Shares with respect to the payment of dividends, shall be
entitled to receive, and the Corporation shall pay on each Exchangeable Share, if, as and when declared
by the Board of Directors in its sole discretion from time to time out of the money, assets or property of
the Corporation properly applicable to the payment of dividends, cumulative preferential cash dividends.
Such dividends, whether or not declared, shall accrue and shall be cumulative from the effective date of
the dividend.

Certain Restrictions

So long as any of the Exchangeable Shares are outstanding, the Corporation will not, without obtaining
the approval of the holders of the Exchangeable Shares as set forth below under "Amendment and
Approval™:

(a) pay any dividends on the Common Shares or any other shares ranking junior to the Exchangeable
Shares, other than stock dividends payable in Common Shares or any other shares ranking junior
to the Exchangeable Shares;

(b) redeem or purchase or make any capital distribution in respect of the Common Shares or any
other shares ranking junior to the Exchangeable Shares;

(© redeem or purchase any other shares of the Corporation ranking equally with the Exchangeable
Shares with respect to the payment of dividends or on any liquidation distribution; or

(d) issue any shares, other than Exchangeable Shares or Common Shares, which rank superior to the
Exchangeable Shares with respect to the payment of dividends or on any liquidation distribution.

The above restrictions shall not apply if all declared dividends on the outstanding Exchangeable Shares
have been paid in full.

Liquidation or Insolvency of the Corporation

In the event of the liquidation, dissolution or winding-up of the Corporation or any other distribution of
the assets of the Corporation among its shareholders for the purpose of winding up its affairs, a holder of
Exchangeable Shares will be entitled, subject to applicable law, to receive from the Corporation, in
respect of each such Exchangeable Share, an amount per share (the "Liquidation Amount") equal to the
amount determined by multiplying the Exchange Ratio on the last Business Day prior to the Liquidation
Date by the Current Market Price of a Trust Unit, which payment shall be satisfied by the Corporation
delivering that number of Trust Units equal to the Exchange Ratio as at the effective date of such event.

Upon the occurrence of such an event, the Trust and ExchangeCo will each have the overriding right to
purchase from all but not less than all of the holders of Exchangeable Shares (other than the Trust or
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ExchangeCo) all but not less than all of the Exchangeable Shares then outstanding on payment to each
holder of an amount per Exchangeable Share equal to the Liquidation Amount, to be satisfied by the
issuance or delivery, as the case may be, of that number of Trust Units equal to the Exchange Ratio at
such time and in accordance with the provisions governing the Exchangeable Shares, and upon the
exercise of this right, the holders thereof will be obligated to sell such Exchangeable Shares to the Trust
or ExchangeCo, as applicable. This right may be exercised by either the Trust or ExchangeCo.

Upon the occurrence of an Insolvency Event (as defined in the Voting and Exchange Trust Agreement),
the Voting and Exchange Trust Agreement Trustee on behalf of the holders of the Exchangeable Shares
will have the right to require the Trust or ExchangeCo to purchase any or all of the Exchangeable Shares
then outstanding and held by such holders at a purchase price per Exchangeable Share to be determined
by multiplying the current market price of a Trust Unit and the Exchange Ratio to be satisfied by the
issuance or delivery, as the case may be, of that number of Trust Units equal to the Exchange Ratio at
such time.

Automatic Exchange Right on Liquidation of the Trust

The Voting and Exchange Trust Agreement provides that in the event of a Trust Liquidation Event, as
described below, the Trust or ExchangeCo will be deemed to have purchased all outstanding
Exchangeable Shares and each holder of Exchangeable Shares will be deemed to have sold their
Exchangeable Shares prior to such Trust Liquidation Event at a purchase price per Exchangeable Share to
be determined by multiplying the Current Market Price of a Trust Unit and the Exchange Ratio, to be
satisfied by the issuance or delivery, as the case may be, of that number of Trust Units equal to the
Exchange Ratio at such time. "Trust Liquidation Event" means:

(a) any determination by the Trust to institute voluntary liquidation, dissolution or winding-up
proceedings in respect of the Trust or to effect any other distribution of assets of the Trust among
the Unitholders for the purpose of winding up its affairs; or

(b) the earlier of, the Trust receiving notice of and the Trust's otherwise becoming aware of, any
threatened or instituted claim, suit, petition other proceedings with respect to the involuntary
liquidation, dissolution or winding up of the Trust or to effect any other distribution of assets of
the Trust among the Unitholders for the purpose of winding up its affairs in each case where the
Trust has failed to contest in good faith such proceeding within 30 days of becoming aware
thereof.

Retraction of Exchangeable Shares by Holders and Retraction Call Right

Subject to the Retraction Call Right of the Trust and ExchangeCo described below, a holder of
Exchangeable Shares will be entitled at any time to require the Corporation to redeem any or all of the
Exchangeable Shares held by such holder for a retraction price (the "Retraction Price") per Exchangeable
Share equal to the amount determined by multiplying the Exchange Ratio on the last Business Day prior
to the date of retraction (the "Retraction Date") by the Current Market Price of a Trust Unit, which
payment will be satisfied by the delivery of such number of Trust Units equal to the Exchange Ratio.
Fractional Trust Units will not be delivered. Any amount payable on account of the Retraction Price that
includes a fractional Trust Unit will be rounded to the nearest whole number of Trust Units. Holders of
the Exchangeable Shares may request redemption by presenting and surrendering to the Corporation the
certificate or certificates representing the number of Exchangeable Shares the holder desires to have
redeemed, together with a duly executed retraction request, a residency declaration and such other
documents as may be reasonably required to effect the redemption of the Exchangeable Shares. Subject
to extension as described below, the redemption will become effective on the Retraction Date.
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When a holder requests the Corporation to redeem the Exchangeable Shares, the Trust and ExchangeCo
will have an overriding right (the "Retraction Call Right") to purchase on the Retraction Date all but not
less than all of the Exchangeable Shares that the holder has requested the Corporation to redeem at a
purchase price per Exchangeable Share equal to the Retraction Price, to be satisfied by the delivery of that
number of Trust Units equal to the Exchange Ratio at such time. At the time of a Retraction Request by a
holder of Exchangeable Shares, the Corporation will immediately notify the Trust and ExchangeCo. The
Trust or ExchangeCo must then advise the Corporation as to whether the Retraction Call Right will be
exercised. A holder may revoke his or her Retraction Request at any time prior to the close of business
on the last business day immediately preceding the Retraction Date, in which case the holder's
Exchangeable Shares will neither be purchased by the Trust or ExchangeCo nor be redeemed by the
Corporation. If the holder does not revoke his or her Retraction Request, the Exchangeable Shares that
the holder has requested the Corporation to redeem will on the Retraction Date be purchased by the Trust
or ExchangeCo or redeemed by the Corporation, as the case may be, in each case at a purchase price per
Exchangeable Share equal to the Retraction Price. In addition, a holder of Exchangeable Shares may
elect to instruct the Voting and Exchange Trust Agreement Trustee to exercise the optional exchange
right (the "Exchange Right") to require the Trust or ExchangeCo to acquire such holder's Exchangeable
Shares in circumstances where neither the Trust nor ExchangeCo have exercised the Retraction Call
Right. See "Voting and Exchange Trust Agreement - Exchange Right".

The Retraction Call Right may be exercised by either the Trust or ExchangeCo. If, as a result of solvency
provisions of applicable law, the Corporation is not permitied to redeem all Exchangeable Shares
tendered by a retracting holder, the Corporation will redeem only those Exchangeable Shares tendered by
the holder as would not be contrary to such provisions of applicable law. The holder of any
Exchangeable Shares not redeemed by the Corporation will be deemed to have required the Trust or
ExchangeCo to purchase such unretracted Exchangeable Shares in exchange for Trust Units on the
Retraction Date pursuant to the Exchange Right. See "Voting and Exchange Trust Agreement - Exchange
Right".

Redemption of Exchangeable Shares
Subject to applicable law and the Redemption Call Right of the Trust and ExchangeCo, the Corporation:

(a) will, on October 1, 2007, subject to extension of such date by the board of directors of the
Corporation (the "Automatic Redemption Date"), redeem all but not less than all of the then
outstanding Exchangeable Shares for a redemption price per Exchangeable Share equal to the
value of that number of Trust Units equal to the Exchange Ratio as at the last Business Day prior
to that Redemption Date (as that term is defined below) (the "Redemption Price"), to be satisfied
by the delivery of such number of Trust Units;

(b) may, on October 1, 2006 (the "Optional Redemption Date"), redeem all but not less than all
outstanding Exchangeable Shares for the Redemption Price per Exchangeable Share at the last
Business Day prior to that Redemption Date (as that term is defined below), to be satisfied by the
delivery of Trust Units;

(c) - may, on any date that is within the first 90 days of any calendar year commencing in 2006 (the
"Annual Redemption Date"), redeem up to that number of Exchangeable Shares equal to 25% of
the Exchangeable Shares outstanding on the effective date of the Arrangement for the
Redemption Price per Exchangeable Share at the last Business Day prior to that Redemption Date
(as that term is defined below), to be satisfied by the delivery of Trust Units; and

(d) may, on any date when the aggregate number of issued and outstanding Exchangeable Shares is
less than 423,000 (other than Exchangeable Shares held by the Trust and its subsidiaries as such
shares may be adjusted from time to time) (the "De Minimus Redemption Date" and, collectively
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with the Automatic Redemption Date, Optional Redemption Date and Annual Redemption Date,
a "Redemption Date"), redeem all but not less than all of the then outstanding Exchangeable
Shares for the Redemption Price per Exchangeable Share.

The Corporation will, at least 45 days prior to any Redemption Date, provide the registered holders of the
Exchangeable Shares with written notice of the prospective redemption of the Exchangeable Shares by
the Corporation.

The Trust and ExchangeCo will have the right (the "Redemption Call Right"), notwithstanding a
proposed redemption of the Exchangeable Shares by the Corporation on the applicable Redemption Date,
pursuant to the terms of the Exchangeable Shares, to purchase on any Redemption Date all but not less
than all of the Exchangeable Shares then outstanding (other than Exchangeable Shares held by the Trust
or its subsidiaries) in exchange for the Redemption Price per Exchangeable Share and, upon the exercise
of the Redemption Call Right, the holders of all of the then outstanding Exchangeable Shares will be
obliged to sell all such shares to the Trust or ExchangeCo, as applicable. If either the Trust or
ExchangeCo exercise the Redemption Call Right, then the Corporation's right to redeem the
Exchangeable Shares on the applicable Redemption Date will terminate. The Redemption Call Right may
be exercised by either the Trust or ExchangeCo.

Voting Rights

Except as required by applicable law, the holders of the Exchangeable Shares are not entitled as such to
receive notice of or attend any meeting of the shareholders of the Corporation or to vote at any such
meeting. Holders of Exchangeable Shares will have the notice and voting rights respecting meetings of
the Trust that are provided in the Voting and Exchange Trust Agreement. See "Voting and Exchange
Trust Agreement - Voting Rights". '

Amendment and Approval

The rights, privileges, restrictions and conditions attaching to the Exchangeable Shares may be added to,
changed or amended only with the approval of the holders thereof. Any such approval or any other
approval or consent to be given by the holders of the Exchangeable Shares will be sufficiently given if
given in accordance with applicable law and subject to a minimum requirement that such approval or
consent be evidenced by a resolution passed by not less than two-thirds of the votes cast thereon (other
than shares beneficially owned by the Trust, ExchangeCo or any of their subsidiaries and affiliates) at a
meeting of the holders of the Exchangeable Shares duly called and held at which holders of at least 10%
of the then outstanding Exchangeable Shares (other than Exchangeable Shares held by Trust, ExchangeCo
or any of their subsidiaries and affiliates) are present in person or represented by proxy. In the event that
no such quorum is present at such meeting within one-half hour after the time appointed therefor, then the
meeting will be adjourned to such place and time (not less than ten days later) as may be determined at
the original meeting and the holders of Exchangeable Shares present in person or represented by proxy at
the adjourned meeting will constitute a quorum thereat and may transact the business for which the
meeting was originally called. At the adjourned meeting, a resolution passed by the affirmative vote of
not less than two-thirds of the votes cast thereon (other than shares beneficially owned by the Trust,
ExchangeCo or any of their subsidiaries and affiliates) will constitute the approval or consent of the
holders of the Exchangeable Shares.

Actions by the Corporation under the Support Agreement

Pursuant to the terms of the Exchangeable Shares and the Support Agreement, the Corporation has agreed
to take all such actions and do all such things as are necessary or advisable to perform and comply with its
obligations under, and to ensure the performance and compliance by the Trust and ExchangeCo with their
obligations under the Support Agreement.
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Non-Resident and Tax-Exempt Holders

Exchangeable Shares were not issued to persons who were Non-Residents or who were exempt from tax
under Part I of the Tax Act. The obligation of the Corporation, the Trust or ExchangeCo to deliver Trust
Units to a Non-Resident holder in respect of the exchange of such holder's Exchangeable Shares may be
satisfied by delivering such Trust Units to the transfer agent who shall sell such Trust Units on the stock
exchange on which they are listed and deliver the proceeds of sale to the Non-Resident holder.

VOTING AND EXCHANGE TRUST AGREEMENT
Voting Rights

In accordance with the Voting and Exchange Trust Agreement, the Trust has issued a Special Voting Unit
to the Voting and Exchange Trust Agreement Trustee for the benefit of the holders (other than the Trust
and ExchangeCo) of the Exchangeable Shares. The Special Voting Unit carries a number of votes,
exercisable at any meeting at which Unitholders are entitled to vote, equal to the number of Trust Units
(rounded to the nearest whole number) into which the Exchangeable Shares are then exchangeable
multiplied by the number of votes to which the holder of one Trust Unit is then entitled. With respect to
any written consent sought from the Unitholders, each vote attached to the Special Voting Unit will be
exercisable in the same manner as set forth above.

Each holder of an Exchangeable Share on the record date for any meeting at which Unitholders are
entitled to vote will be entitled to instruct the Voting and Exchange Trust Agreement Trustee to exercise
that number of votes attached to the Special Voting Unit which relate to the Exchangeable Shares held by
such holder. The Voting and Exchange Trust Agreement Trustee will exercise each vote attached to the
Special Voting Unit only as directed by the relevant holder and, in the absence of instructions from a
holder as to voting, will not exercise such votes.

The Voting and Exchange Trust Agreement Trustee will send to the holders of the Exchangeable Shares a
copy of the notice of each meeting at which the Unitholders are entitled to vote, together with the related
meeting materials and a statement as to the manner in which the holder may instruct the Voting and
Exchange Trust Agreement Trustee to exercise the votes attaching to the Special Voting Unit, at the same
time as the Trust sends such notice and materials to the Unitholders. The Voting and Exchange Trust
Agreement Trustee will also send to the holders copies of all information statements, interim and annual
financial statements, reports and other materials sent by the Trust to the Unitholders at the same time as
such materials are sent to the Unitholders. To the extent such materials are provided to the Voting and
Exchange Trust Agreement Trustee by the Trust, the Voting and Exchange Trust Agreement Trustee will
also send to the holders all materials sent by third parties to Unitholders, including dissident proxy
circulars and tender and exchange offer circulars, as soon as possible after such materials are first sent to
Unitholders.

All rights of a holder of Exchangeable Shares to exercise votes attached to the Special Voting Unit will
cease upon the exchange of all such holder's Exchangeable Shares. With the exception of changes for the
purpose of adding covenants for the protection of the holders of the Exchangeable Shares, making
necessary amendments or curing ambiguities or clerical errors (in each case provided that the board of
directors of ExchangeCo and The Corporation are of the opinion that such amendments are not prejudicial
to the interests of the holders of the Exchangeable Shares), the Voting and Exchange Trust Agreement
may not be amended without the approval of the holders of the Exchangeable Shares.

Exchange Right

Upon the occurrence and during the continuance of:
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(a) an Insolvency Event; or

(b) circumstances in which the Trust or ExchangeCo may exercise a Call Right, but elect not to
exercise such Call Right;

a holder of Exchangeable Shares will be entitled to instruct the Trustee to exercise the Exchange Right
with respect to any or all of the Exchangeable Shares held by such holder, thereby requiring the Trust or
ExchangeCo to purchase such Exchangeable Shares from the holder. Immediately upon the occurrence of
(i} an Insolvency Event, (ii) any event which will, with the passage of time or the giving of notice,
become an Insolvency Event, or (iii) the election by the Trust and ExchangeCo not to exercise a Call
Right which is then exercisable by the Trust and ExchangeCo, the Corporation, the Trust or ExchangeCo
will give notice thereof to the Trustee. As soon as practicable thereafter, the Trustee will then notify each
affected holder of Exchangeable Shares (who has not already provided instructions respecting the
exercise of the Exchange Right) of such event or potential event and will advise such holder of its rights
with respect to the Exchange Right.

The purchase price payable by the Trust or ExchangeCo for each Exchangeable Share to be purchased
under the Exchange Right will be satisfied by the issuance of that number of Trust Units equal to the
Exchange Ratio as at last business day prior to the day of closing of the purchase and sale of such
Exchangeable Share under the Exchange Right (the "Exchange Price").

If, as a result of solvency provisions of applicable law, the Corporation is unable to redeem all of a
holder's Exchangeable Shares which such holder is entitled to have redeemed in accordance with the
Exchangeable Share Provisions, the holder will be deemed to have exercised the Exchange Right with
respect to the unredeemed Exchangeable Shares and the Trust or ExchangeCo will be required to
purchase such shares from the holder in the manner set forth above.

SUPPORT AGREEMENT
The Trust Support Obligation
Pursuant to the Support Agreement:
(a) the Trust will take all such actions and do all such things as are necessary or desirable to enable

and permit the Corporation, in accordance with applicable law, to pay to the holders of the
Exchangeable Shares the Liquidation Amount in the event of a liquidation, dissolution or
winding-up of the Corporation, the Retraction Price in the event of the giving of a Retraction
Request by a holder of Exchangeable Shares, or the Redemption Price in the event of a
redemption of Exchangeable Shares by the Corporation; and

(b) the Trust will not vote or otherwise take any action or omit to take any action causing the
liquidation, dissolution or winding-up of the Corporation.

The Support Agreement also provides that the Trust will not:

(a) issue or distribute additional Trust Units (or securities exchangeable for or convertible into or
carrying rights to acquire Trust Units) to the holders of all or substantially all of the then
outstanding Trust Units by way of stock distribution or other distribution, other than an issue of
Trust Units (or securities exchangeable for or convertible into or carrying rights to acquire Trust
Units) to holders of Trust Units who exercise an option or right to receive distributions in Trust
Units (or securities exchangeable for or convertible into or carrying rights to acquire Trust Units);
or
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(b) issue or distribute rights, options or warrants to the holders of all or substantially all of the then
outstanding Trust Units entitling them to subscribe for or to purchase Trust Units (or securities
exchangeable for or convertible into or carrying rights to acquire Trust Units); or

(c) issue or distribute to the holders of all or substantially all of the then outstanding Trust Units:

(1) securities of the Trust of any class other than Trust Units (other than securities
convertible into or exchangeable for or carrying rights to acquire Trust Units); or

(ii) rights, options or warrants other than those referred to above; or
(11i) evidences of indebtedness of the Trust; or

(iv) assets of the Trust other than distributions which result in an adjustment to the Exchange

Ratio; or
(d) subdivide, redivide or change the then outstanding Trust Units into a greater number of Trust
Units; or
(e) reduce, combine or consolidate or change the then outstanding Trust Units into a lesser number of

Trust Units; or

® reclassify or otherwise change the rights, privileges or other terms of the Trust Units or effect an
amalgamation, merger, reorganization or other transaction involving or affecting the Trust Units;

unless

(g) the same or an economically equivalent change is simultaneously made to, or in the rights of the
holders of, the Exchangeable Shares; or

(h) it has received the prior written approval of the Corporation and the holders of the Exchangeable
Shares.

In the event of any proposed take-over bid, issuer bid or similar transaction affecting the Trust Units
which is effected with the consent or approval of the trustees of the Trust or the Corporation, the Trust
will use reasonable efforts to take all actions necessary or desirable to enable holders of Exchangeable
Shares to participate in such transaction to the same extent and on an economically equivalent basis as the
Unitholders.

The Support Agreement also provides that, as long as any outstanding Exchangeable Shares are owned by
any person or entity other than the Trust, ExchangeCo or any of their respective subsidiaries and other
affiliates, the Trust will, unless approval to do otherwise is obtained from the holders of Exchangeable
Shares, remain the direct or indirect beneficial owner collectively of more than 50% of all of the issued
and outstanding voting securities of the Corporation, provided that the Trust will not be in violation of
this obligation if a party acquires all or substantially all the assets of the Trust. With the exception of
changes for the purpose of adding covenants for the protection of the holders of the Exchangeable Shares,
making certain necessary amendments or curing ambiguities or clerical errors (in each case provided that
the board of directors of the Corporation and the Board of Trustees are of the opinion that such
amendments are not prejudicial to the interests of the holders of the Exchangeable Shares), the Support
Agreement may not be amended without the approval of the holders of the Exchangeable Shares.

Under the Support Agreement, the Trust will not exercise any voting rights attached to the Exchangeable
Shares owned by it or any of its respective subsidiaries and other affiliates on any matter considered at

Number
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meetings of holders of Exchangeable Shares (including any approval sought from such holders in respect
of matters arising under the Support Agreement).

Delivery of Trust Units

The Trust will make such filings and seek such regulatory consents and approvals as are necessary so that
the Trust Units issuable upon the exchange of Exchangeable Shares will be issued in compliance with
applicable securities laws in Canada and may be traded freely on the TSX or such other exchange on
which the Trust Units may be listed, quoted or posted for trading from time to time.

NOTES
Terms of Notes

From time to time, the Corporation has issued notes to the Trust in connection with certain acquisitions
and other transactions undertaken by the Trust. The Notes are unsecured, payable on demand and bear
interest from the date of issue at rates between 0% and 11% per year. Interest is due and payable for each
month during the term of the Notes on the 10th day of the month following such month. The Corporation
is permitted to make payments against the principal amount of the Notes outstanding from time to time
without notice or bonus. Unless the Notes are called, the Corporation is not required to make any
payment in respect of principal until such notes are due, subject to extension in the limited circumstances.

Ranking

The Notes are unsecured debt obligations of the Corporation and rank pari passu with all other unsecured
indebtedness of the Corporation, but subordinate to all secured debt.

Events of Default

The Notes provide that any of the following shall constitute an Event of Default: (i) default in payment of
the principal of the Notes when required; (ii) the failure to pay all of the interest obligations on the Notes
for a period of 90 days; (iii) if the Corporation has defaulted and a demand for payment has been made
under any material instrument, indenture or document evidencing indebtedness in excess of specified
amounts and the Corporation has failed to remedy such default within applicable curative periods; (iv)
certain events of winding-up, liquidation, bankruptcy, insolvency, receivership or seizure; (v) default in
the observance or performance of any other covenant or condition of applicable to a Note and continuance
of such default for an applicable period after notice in writing has been given to the Corporation
specifying such default and requiring the Corporation to rectify the same; (vi) the Corporation ceasing to
carry on its business; and (vii) material default by the Corporation under material agreements if property
having a fair market value in excess of specified amounts is liable to forfeiture or termination.

NPI AGREEMENT

The Corporation and the Trust have entered into the NPI Agreement, pursuant to which the Corporation
granted and set over to the Trust the NPI, being the right to receive certain payments in respect of
petroleum and natural gas rights held by the Corporation from time to time. As consideration for the
granting of the NPI, in addition to all amounts previously paid by the Trust to the Corporation, the Trust
shall pay the Corporation an amount (the "Deferred Purchase Price Obligation") equal to (a) the portion of
acquisition costs ("Future Acquisition Costs") for petroleum and natural gas rights and related tangibles
and miscellaneous interests beneficially owned by the Corporation from time to time ("Property
Interests") acquired after the date of the NPI Agreement which are attributable to "Canadian Resource
Property” (as defined in the Tax Act) payable at the time of incurring such Future Acquisition Costs, plus
(b) drilling, completion, equipping and other costs ("Capital Expenditures") in respect of the Property
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Interests payable at the time of incurring such Capital Expenditures, plus (¢) the portion of indebtedness
incurred in respect of such Future Acquisition Costs and Capital Expenditures payable at the time of
satisfaction by the Corporation of such indebtedness. In addition, the Trust will pay over to the
Corporation, to satisfy the Deferred Purchase Price Obligation, the net proceeds of any issue of Trust
Units or the proceeds from the disposition of the NPI on any petroleum and natural gas rights held by the
Corporation. The Trust shall not be obligated to pay an amount as a Deferred Purchase Price Obligation
except to the extent the Trust has such proceeds available.

Pursuant to the terms of the NPI Agreement, the Trust shall be entitled to a payment from the Corporation
for each month equal to the amount by which ninety-nine (99%) percent of the gross proceeds from the
sale of production attributable to the Property Interests for such month (the "NPI Revenues") exceed
ninety-nine (99%) percent of certain deductible production costs for such period. The Corporation may
acquire and fund additional Property Interests from residual revenues, the Deferred Purchase Price
Obligation, borrowings or from its working capital.

If the Corporation wishes to dispose of any Property Interests which will result in proceeds in excess of a
threshold amount, the Board of Directors shall approve such disposition, however, if the asset value
(calculated in accordance with the terms of the NPl Agreement) of any interests included in such
disposition is greater than a threshold percentage of the asset value of all the Property Interests held by the
Corporation, such disposition must be approved by a Special Resolution. The term of the NPI Agreement
will be for so long as there are petroleum and natural gas rights to which the NP1 applies.

MARKET FOR THE TRUST'S SECURITIES

Subsequent to the Reclassification, the Trust Units are listed and posted for trading on the TSX under the
trading symbol "EEE.UN". The following tables set forth the market price ranges and the aggregate
volume of trading of the Class A Trust Units and Class B Trust Units on the TSX for the period during
2005 prior to the Reclassification, and for the Trust Units for the period subsequent to the
Reclassification:

Class A Trust Units

High Low Clese Volume
Period ($) (€3] (€3] (Class A Trust Units)
2005
JANUATY oottt ettt e 12.65 11.98 12.55 1,361,506
February......oocvnminiiiciicnnc e 13.40 12.42 13.33 3,783,978
MaATCH ..ottt s arare e 13.51 11.90 12.48 1,080,776
ADTL oo st e 12.79 11.25 11.31 : 775,754
MY ..ottt ettt sttt e n e 12.01 10.95 11.95 2,278,311
JUDIE ..ottt b e et ett s e e reerene 12.39 11.69 11.91 3,084,573
JULY oo e e e 11.95 11.86 11.94 11,240
Class B Trust Units

High Low Close Volume
Period (%) (%) $) (Class B Trust Units)
2005
JAIUATY «ovev st naes 12.66 12.10 12.55 3,128,926
FEDTUATY ..ottt 13.39 12.40 13.33 7,818,543
MATCH .ottt 13.45 11.95 12.45 2,778,903

ADTIL. e 12.69 11.40 11.51 2,692,973
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High Low Close Volume
Period (6] (6)) %) (Class B Trust Units)
IMLBY 1ttt ettt ettt eb e, 12.00 10.86 11.88 5,503,375
JUDIC et et 12.05 11.66 11.94 5,242,607
JULY et 12.00 11.85 12.00 103,925
Trust Units

High Low Close Volume
Period (%) &) ® (Trust Units)
2005
JULY Lo e et 13.20 11.86 13.20 7,559,316
AUBUSE .ottt et s 14.78 13.22 14.56 7,699,205
September 15.66 14.28 14.49 12,075,940
October ........... 14.80 11.90 12.60 8,319,960
November 13.40 11.85 12.40 6,387,447
December 13.46 12.21 13.46 9,238,721

The Debentures are listed and posted for trading on the TSX under the trading symbols "EEE.DB". The
following table sets forth the market price ranges and the aggregate volume of trading of the Debentures
for the period during 2005 subsequent to their issuance:

Debentures

High Low Close Volume
Period (%) (8) &) (%)
2005
JULY oo 102.75 101.05 102.12 18,094,969.30
AUBUST. ettt e et see ettt e eaeseate e eas s saesarbeeseae s 107.50 102.26 107.50 18,427,755.60
SEPIEMBEL......cuiiiieiiic et 113.75 106.25 107.50 19,149,197.90
OCTODET ..vvieeir ettt vttt 108.00 102.99 104.55 4,692,742.10
NOVEMDEL ..o 105.00 100.50 103.00 6,374,907.60
DIECEMDET ....c.oviiteeereieteer it ettt v sb v s sres s eranas 105.32 102.25 105.32 4,295,881.10

TRUSTEES, DIRECTORS AND OFFICERS
Trustees of the Trust and Directors and Officers of the Corporation

The name, municipality of residence, principal occupation for the prior five years, and position of each of
the Trustees of the Trust and the directors and officers of the Corporation are as follows:

Name and Municipality ‘ Position with the
of Residence Trust and the Corporation Principal Occupation
D. Michael G. Stewart Chairman of the Boards of Trustees Principal, Ballinaccura  Group of
Calgary, Alberta (since August 2004) investment companies since March
Chairman of the Board of Directors 2002; prior thereto, a number of senior
(Director since May 2002, Chairman executive positions with Westcoast

since October 2004) Energy Inc.
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of Residence
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Position with the
Trust and the Corporation

Exemntion Number

nonsho

AL

Principal Occupation

Donald R. Gardner
Calgary, Alberta

Douglas W. Palmer
Calgary, Alberta

John E. Panneton
Toronto, Ontario

W. Mark Schweitzer
Calgary, Alberta

Eric L. Schwitzer
Vancouver, British Columbia

Stephen J. Savidant
Calgary, Alberta

Stephen B. Soules
Calgary, Alberta

Trustee (since August 2004)

Director (from March 2000 to December
2001, and subsequently since May 2002)

Trustee (since February 2005)
Director (since February 2005)

Trustee (since August 2004)
Director (since 1998)

Trustee (since February 2005)
Director (since February 2005)

Trustee (since August 2004)
Director (since October 2004)

Trustee (since August 2004)
Director (since May 2002)

President and
Chief Executive Officer

Trustee (since August 2004)
Director (since October 2004)

Executive Vice President
and Chief Financial Officer

Chief Financial Officer, Canadian Spirit
Resources Inc. (oil and gas company)
since January 2003; prior thereto
Management Consultant since May
2002; prior thereto, Executive Vice
President, Chief Financial Officer and
Secretary (or predecessor positions) of
Esprit Exploration Ltd. from December
1999 to May 2002.

Member of Board of Trustees of Calpine
Natural Gas Trust from 2003 to February
2005; prior thereto, Chief Executive
Officer of Numac Energy Ltd. from
1998 to 2001.

President of Goodman Private Wealth
Management since July 2003, and Vice
Chairman and a director (or predecessor
positions) of Dundee  Securities
Corporation (securities dealer) since
May 1998.

Executive Vice-President and Chief
Financial Officer of Superior Plus Inc.,
the wholly owned subsidiary of Superior
Plus Income Fund since 1996.

Managing Partner, Enterprise Capital
Management Inc. (investment
management company) since June 2003,
from June 2002 to May 2003, a
consultant and corporate director; prior
thereto, Senior Vice President, Strategic
Development, Westcoast Energy Inc.
(energy services company).

President and Chief Executive Officer of
Esprit Exploration Ltd. since May 2002;
prior thereto, Investor since December
2001; prior thereto, President and Chief
Executive Officer of Canadian Hunter
Exploration Ltd. (oil and gas company)
since June 1998; prior thereto President
and Chief Operating Officer of Canadian
Hunter Exploration Ltd. since 1996.

Executive Vice President and Chief
Financial Officer of Esprit Exploration
Ltd. since October, 2004; prior thereto,
Senior Vice President and Chief
Financia! Officer of Esprit Exploration
Ltd. from May, 2002 to October, 2004,
prior thereto, Investor since February,
2002; prior thereto, Advisor to
Burlington Resources Canada Ltd. (oil
and gas company) since December,
2001; prior thereto, Chief Financial
Officer of Canadian Hunter Exploration
Ltd. (oil and gas company) since April
1997.
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Name and Municipality Position with the
of Residence Trust and the Corporation Principal Occupation

Paul B. Myers Executive Vice President and Chief Executive Vice President and Chief
Calgary, Alberta Operating Officer Operating Officer of Esprit Exploration
: Ltd. since September 2005; prior thereto
investor since June 2005; prior thereto
Vice President, Gulf of Mexico and
Alaska of EnCana Corporation (or
predecessor positions) since September
2000.

Gregory A. Jerome Vice President, Finance Vice President, Finance and Corporate
Calgary, Alberta and Corporate Secretary Secretary of Esprit Exploration Ltd.
since October, 2004; prior thereto,
Treasurer and Corporate Secretary with
Esprit Exploration Ltd. from February
2003 to October, 2004; prior thereto
Treasurer or predecessor positions with
Esprit Exploration Ltd. since May, 1999.

Patrick C. Connors Vice President, Operations and Field Vice President, Operations and Field

Calgary, Alberta Services Services of Esprit Exploration Ltd. since
October 2004; prior thereto, General
Manager, Drilling and Field Operations
of Esprit Exploration Ltd. from
September 2001 to October, 2004; prior
thereto, Business Unit Drilling Manager
of AEC Oil & Gas (oil and gas
company) since May 2000.

Michael J. St. Clair Vice President, Risk Management and Vice President, Risk Management and

Calgary, Alberta Marketing . Marketing of Esprit Exploration Ltd.
since October, 2004; prior thereto,
Manager,  Marketing  of  Esprit
Exploration Ltd. from July 2002 to
October, 2004; prior thereto, Manager,
Marketing and Trading of Canadian
Hunter Exploration Ltd. (oil and gas
company).

All Trustees of the Trust are also members of the Board of Directors of the Corporation. The Board of
Trustees has one committee, the Audit Committee, comprised of Messrs. Schweitzer (Chairman),
Gardner, Palmer and Schwitzer. The Board of Directors has one committee, the Human Resources and
Corporate Governance Committee, comprised of Messrs. Panneton (Chairman), Gardner, Palmer and
Schwitzer. Mr. Stewart, as Chairman of the Board of Trustees and Board of Directors is ex officio a
member of both committees. The Board of Directors of the Corporation as a whole considers issues
relating to oil and gas reserves and environmental, health and safety issues.

As at March 15, 2006, the Trustees and the directors and executive officers of the Corporation as a group
beneficially owned, directly or indirectly, 214,720 Trust Units and 154,758 Exchangeable Shares or
approximately 0.3% of the issued and outstanding Trust Units and approximately 34% of the issued and
outstanding Exchangeable Shares. The information as to Trust Units beneficially owned, not being
within the knowledge of the Trust or the Corporation, has been furnished by the respective individuals.

Certain directors of the Corporation are associated with other companies, which may give rise to conflicts
of interest. In accordance with the CBCA, directors who have an interest in a material contract or a
material transaction, whether, made or proposed, with the Corporation are required, subject to certain
exceptions, to disclose the nature and extent of the interest. A director required to disclose such interest
shall abstain from voting on any resolution to approve the contract or transaction, except as otherwise
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permitted by the CBCA. In addition, each director is required to act honestly and in good faith with a
view to the best interests of the Corporation.

RISK FACTORS

The following is a summary of certain risk factors relating to the Trust and the activities of the
Corporation and the ownership of securities of the Trust or the Corporation.

Nature of Trust Units

The Trust Units do not represent a traditional investment in the oil and natural gas sector and should not
be viewed by investors as shares in the Corporation. The Trust Units represent a fractional interest in the
Trust. The Trust's sole assets are its shares in the Corporation, the Notes and the NPI Agreement. The
price per Trust Unit is a function of anticipated Distributable Cash, the underlying assets of the Trust and
management's ability to effect long-term growth in the value of the Trust. The market price of the Trust
Units is sensitive to a variety of market conditions including, but not limited to, commodity prices,
interest rates and the ability of the Trust to acquire suitable oil and natural gas properties on a profitable
basis. Changes in market conditions may adversely affect the trading price of the Trust Units.

One of the factors that may influence the market price of Trust Units is the level of prevailing interest
rates relative to the yield achieved by holders of Trust Units based on annual distributions thereon.
Accordingly, an increase in market interest rates may lead purchasers of Trust Units to expect a higher
effective yield, which could adversely affect the market price of Trust Units. In addition, the market price
for Trust Units may be affected by changes in general market conditions, fluctuations in the markets for
equity and debt securities, interest rates and numerous other factors beyond the Trust's control.

As the Trust is not a corporation, holders of Trust Units do not have the statutory rights normally
associated with the ownership of shares of a corporation including, for example, the right to bring
"oppression” or "derivative" actions and statutory rights of "dissent" available pursuant to corporate
statutes. In addition, the benefits of certain statutes applicable to corporations, such as the Companies’
Creditors Arrangement Act (Canada), may not be applicable to the Trust.

The Trust Units are not 'deposits" within the meaning of the Canada Deposit Insurance
Corporation Act (Canada) and are not insured under the provisions of that Act or any other
legislation. Furthermore, the Trust is not a trust company and, accordingly, is not registered under
any trust and loan company legislation as it does not carry on or intend to carry on the business of
a trust company.

Exchangeable Shares

Holding Exchangeable Shares should be considered speculative due to the fact that adjustments to the
Exchange Ratio are made assuming reinvestment of distributions or dividends, as applicable, at the
prevailing market price of a Trust Unit at the time at which any such distributions are made on the Trust
Units or any such dividends are paid on the Exchangeable Shares. As a result, the cumulative return on
an investment in Exchangeable Shares may be higher or lower than that on an investment in Trust Units
over a comparable period.

Post-Arrangement Entitlements

Holders of Post-Arrangement Entitlements do not receive distributions on, nor do distributions accrue on,
such Post-Arrangement Entitlements. Therefore, the longer a holder of Post-Arrangement Entitlements
refrains from contacting the Transfer Agent of the Trust to obtain Trust Units, the greater economic return
such holder foregoes.
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Loss of Mutual Fund Trust Status

If the Trust ceases to qualify as a mutual fund trust, the Trust Units will cease to be qualified investments
for RRSPs, RRIFs, DPSPs and RESPs ("Exempt Plans") which will have adverse tax consequences to
Exempt Plans or their annuitants or beneficiaries. Notes or Redemption Notes acquired on a redemption
of Trust Units may not be qualified investments for Exempt Plans.

Sale of Additional Trust Units

The Trust may issue an unlimited number of additional Trust Units in the future to finance its activities
without the approval of Unitholders. The Board of Trustees has the discretion to set the price and terms
of the issuance of any such additional Trust Units and any such issuance may have a dilutive effect on the
holders of Trust Units.

Unitholder Limited Liability

The Trust Indenture provides that no Unitholder will be subject to any liability in connection with the
Trust or its obligations and affairs and, in the event that a court determines Unitholders are subject to any
such liabilities, the liabilities will be enforceable only against, and will be satisfied only out of the Trust's
assets. Pursuant to the Trust Indenture, the Trust will indemnify and hold harmless each Unitholder from
any costs, damages, liabilities, expenses, charges and losses suffered by a Unitholder resulting from or
arising out of such Unitholder not having such limited liability.

The Trust Indenture provides that all written instruments signed by or on behalf of the Trust must contain
a provision to the effect that such obligation will not be binding upon Unitholders personally. Personal
liability may also arise in respect of claims against the Trust that do not arise under contracts, including
claims in tort, claims for taxes and possibly certain other statutory liabilities. The possibility of any
personal liability of this nature arising is considered unlikely.

The operations of the Trust will be conducted, upon the advice of counsel, in such a way and in such
jurisdictions as to avoid as far as possible any material risk of liability on the Unitholders for claims
against the Trust.

In addition, the Income Trust Liability Act (Alberta) was proclaimed in force in Alberta on July 1, 2004.
The Income Trust Liability Act (Alberta) provides that the beneficiary of a trust that is (a) created by a
trust instrument governed by the laws of Alberta, and (b) a reporting issuer as defined in the Securities
Act (Alberta), is not liable as a beneficiary for any act, default, obligation or liability of the trustee.

Redemption of Trust Units

The redemption right associated with Trust Units is not intended to be the primary mechanism for
Unitholders to dispose of their Trust Units. Notes which may be distributed in specie to Unitholders in
connection with a redemption will not be listed on any stock exchange and no market is expected to
develop in such Notes.

Dependence on the Corporation

The Trust i1s a limited purpose trust which is entirely dependent upon the operations and assets of the
Corporation through its ownership, directly and indirectly, of the Common Shares and the Notes and the
holding of the NPI. Accordingly, the Trust is dependent upon the ability of the Corporation to meet its
interest and principal repayment obligations under the Notes, its interest and principal obligations under
credit or debt facilities with banks and other financial institutions and to make payments under the NPI.
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Return of Capital

Trust Units will have no value when reserves from the underlying assets of the Trust can be no longer
economically produced. As a result, cash distributions do not represent a "yield" in the traditional sense
as they represent both return of capital and return on investment.

Reserve Estimates

The production forecasts and recoverable estimates contained in the GLJ Report are only estimates and
the actual production and ultimate recoverable reserves from the properties may be greater or less than the
independent estimates of GLIJ.

Depletion of Reserves

The Trust has certain unique attributes which differentiate it from other oil and gas industry participants.
Future oil and gas production, and therefore Distributions of Distributable Cash, are highly dependent
upon success in exploiting the current reserves base and acquiring or discovering additional reserves.
Absent commodity price increases or cost effective acquisition and development activities, Distributions
of Distributable Cash will decline over time in a manner consistent with declining production from typical
oil, natural gas and natural gas liquids reserves.

The business of discovering, developing, or acquiring reserves is capital intensive. To the extent cash
flows from operations are insufficient and external sources of capital, including the issuance of additional
Trust Units, become limited or unavailable, the ability of the Corporation to make the necessary capital
investments to maintain and expand its oil and natural gas reserves may be impaired. Much of the
Corporation's cash flows are distributed to the Trust under the terms of the NPI Agreement and the Notes,
which reduces funds available to maintain or expand its oil and gas reserves. Also, to the extent that the
Corporation is required to use cash flow to finance capital expenditures or property acquisitions, the level
of Distributable Cash, all other factors remaining equal, will be reduced.

The future o1l and natural gas production of the Corporation, and therefore its cash flows, will be highly
dependent on its success in exploiting its reserve base and acquiring additional reserves. There can be no
assurance that the Corporation will be able to find and develop or acquire additional reserves to replace
production at acceptable costs.

Volatility of Oil and Natural Gas Prices

The Trust's operational results and financial condition will be dependent on the prices received by the
Corporation for oil and natural gas production. Oil and natural gas prices have fluctuated widely during
recent years and are determined by supply and demand factors, including weather and general economic
conditions as well as conditions in other oil and natural gas regions. Any decline in oil and natural gas
prices could have an adverse effect on the operations, proved reserves, and financial condition of the
Corporation, including its ability to satisfy its obligations under the Notes and on the amounts, if any,
paid to the Trust under the NPI Agreement, thereby decreasing the amount of Distributable Cash to be
distributed to holders of Trust Units.

Changes in Legislation
There can be no assurance that income tax laws and government incentive programs relating to the oil and

gas industry, such as the status of mutual fund trusts, will not be changed in a manner that adversely
affects Unitholders.
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Operational Matters

The operation of oil and gas wells involves many risks, which even a combination of experience,
knowledge and careful evaluation may not be able to overcome. These risks include, but are not limited
to, a number of operating and natural hazards which may result in blowouts, environmental damage and
other unexpected or dangerous conditions resulting in damage to the Corporation and potentially
including possible liability to third parties. Although the Corporation maintains liability insurance, where
available, in amounts consistent with customary industry standards practice, it may not be fully insured
against all of these risks. Business interruption insurance may also be purchased for selected facilities, to
the extent that such insurance is available. The Corporation may become liable for damages arising from
such events against which it cannot insure or against which it may elect not to insure because of high
premium costs or other reasons. Costs incurred to repair such damage or pay such liabilities may impair
the ability of the Corporation to satisfy its obligations under the Notes or otherwise reduce the amount
received by the Trust under the NPI Agreement.

Continuing production from a property, and to some extent the marketing of production therefrom,
depend upon many factors, including the ability of the operator of the property. To the extent the operator
fails to perform these functions properly, revenue may be reduced. Payments from production often flow
through the operator and there is a risk of delay and additional expense in receiving such revenues if the
operator becomes insolvent. Although satisfactory title reviews are generally conducted in accordance
with industry standards, such reviews do not guarantee or certify that a defect in the chain of title may not
arise to defeat the claim of the Corporation or its subsidiaries to certain properties. Any such
circumstances could impair the ability of the Corporation to satisfy its obligations under the Notes or
otherwise reduce the amount received by the Trust under the NPI Agreement.

Acquisition Risks

The Corporation intends to continue acquiring oil and natural gas properties. Although the Corporation
performs a review of the acquired properties that it believes is appropriate and consistent with industry
practices, it generally is not feasible to review in depth every individual property involved in each
acquisition. Ordinarily, the Corporation will focus its review efforts on the higher-value properties and
will sample the remainder. However, even a detailed review of records and properties may not
necessarily reveal every existing or potential problem, nor will it permit a buyer to become sufficiently
familiar with the properties to assess fully their deficiencies and potential. Inspections may not always be
performed on every well, and environmental problems, such as ground water contamination, are not
necessarily observable even when an inspection is undertaken. Even when problems are identified, we
often assume certain environmental and other risks and liabilities in connection with acquired properties.
There are numerous uncertainties inherent in estimating quantities of proved and probable oil and gas
reserves and actual future production rates and associated costs with respect to acquired properties, and
actual results may vary substantially from those assumed in the estimates.

Possible Failure to Realize Anticipated Benefits of Previous and Future Acquisitions

The Corporation acquired each of Resolute, Markedon and Monroe in 2005 to strengthen its position in
the oil and natural gas industry and to create the opportunity to realize certain benefits including, among
other things, potential cost savings. Achieving the benefits of these acquisitions and future acquisitions
that the Trust may complete depends in part on successfully consolidating functions and integrating
operations, procedures and personnel in a timely and efficient manner, as well as the Trust's and the
Corporation's ability to realize the anticipated growth opportunities and synergies from combining the
acquired businesses and operations with those of the Corporation. The integration of acquired businesses
requires the dedication of substantial management effort, time and resources which may divert
management's focus and resources from other strategic opportunities and from operational matters during
this process. The integration process may result in the loss of key employees and the disruption of
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ongoing business and employee relationships that may adversely affect the Trust's ability to achieve the
anticipated benefits of these and future acquisitions.

Competition

There is strong competition relating to all aspects of the oil and natural gas industry. The Corporation
actively competes for capital, skilled personnel, undeveloped land, reserve acquisitions, access to drilling
rigs, service rigs and other equipment, access to processing facilities and pipeline and refining capacity,
and in all other aspects of its operations with a substantial number of other organizations, many of which
may have greater technical and financial resources than the Trust and the Corporation.

Environmental Risks

The oil and natural industry is subject to environmental regulation pursuant to a variety of international
conventions and Canadian federal, provincial and municipal laws, regulations, and guidelines. A breach
of such regulation may result in the impositicn of fines or issuances of clean up orders in respect of the
Corporation or its assets. Such regulation may be changed to impose higher standards and potentially
more costly obligations on the Corporation. There is no assurance that future environmental costs will
not have a material adverse effect on the ability of the Corporation to satisfy its obligations under the
Notes or otherwise reduce the amount received by the Trust under the NP1 Agreement.

Kyoto Protocol

In December 2002, the Canadian federal government ratified the Kyoto Protocol, which requires Canada
to reduce its greenhouse gas emissions to 6% below 1990 levels over the 2008-2012 period. Although the
Canadian government has not yet provided significant details on how it intends to meet these reduction
targets, the energy industry has been identified as one of the areas that will be affected. Reductions in
greenhouse gases from producers may be required, which could result in, among other things, increased
operating and capital expenditures for the Corporation.

Governmental Regulation

The oil and natural gas business is subject to regulation and intervention by governments in such matters
as the awarding of exploration and production interests, the imposition of specific drilling obligations,
environmental protection controls, control over the development and abandonment of fields (including
restrictions on production) and possibly expropriation or cancellation of contract rights. As well,
governments may regulate or intervene with respect to prices, taxes, royalties and the exportation of oil
and natural gas. Such regulation may be charnged from time to time in response to economic or political
conditions. The implementation of new regulations or the modification of existing regulations affecting
the oil and natural gas industry could reduce demand for oil and natural gas, increase our costs and have a
material adverse impact on the Corporation and the Trust.

Debt Obligations

The Trust and/or Corporation may, from time to time, finance a significant portion of our operations
through debt. Amounts paid in respect of interest and principal on debt incurred by the Corporation may
impair the ability of the Corporation to satisfy its obligations under the Notes or otherwise reduce the
amount received by the Trust under the NPI Agreement. Variations in interest rates and scheduled
principal repayments could result in significant changes in the amount required to be applied to debt
service before payment by the Corporation of its obligations under the Notes or the NPI Agreement or the
payment by the Trust of distributions to Unitholders. These factors may directly or indirectly result in
lower levels of current or future Distributable Cash for the Trust. Further, the inability of the Trust or the
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Corporation to refinance debt obligations as they become due may also affect the ability of the Trust to
make distributions of Distributable Cash to securityholders.

Lenders may be provided with security over all of the assets of the Corporation. If the Corporation
becomes unable to pay its debt service charges or otherwise commits an event of default such as
bankruptcy, a lender may foreclose on or sell the assets of the Corporation, which would adversely affect
securityholders.

Delay in Cash Distributions

In addition to the usual delays in payment by purchasers of oil and natural gas to the operators of the
properties, and by the operator to the Corporation, payments between any of such parties may also be
delayed by restrictions imposed by lenders, delays in the sale or delivery of products, delays in the
connection of wells to a gathering system, blowouts or other accidents or recovery by the operator of
expenses incurred in the operation of the properties.

Taxation of the Corporation

The Corporation is subject to taxation in each taxation year on its income for the year, after deducting
interest paid to the Trust pursuant to the Note Indenture and after deducting payments, if any, made to the
Trust with respect to the NPI Agreement. While Exchangeable Shares remain outstanding, a portion of
the cash flow from operations will be subject to tax to the extent that there are not sufficient resource pool
deductions, capital cost allowance or utilization of prior years non-capital losses to reduce taxable income
to zero. The Corporation intends to deduct, in computing its income, for tax purposes, the full amount
available for deduction in each year associated with the income tax resource pools, undepreciated capital
cost ("UCC") and noncapital losses carried forward from Esprit Exploration Ltd., if any, plus resource
pools and UCC created by capital expenditures of the Corporation. If there are not sufficient resource
pools, UCC and non-capital losses carried forward to shelter the income of the Corporation, then cash
taxes would be payable by the Corporation. In addition, there can be no assurance that taxation
authorities will not seek to challenge the deductibility, for income tax purposes, of all or a portion of the
interest payable on the Notes. If such a challenge were to succeed against the Corporation, it could
materially adversely affect the amount of distributable cash available.

Further, interest on the Notes accrues at the Trust level for income tax purposes whether or not actually
paid. The Trust Indenture provides that an amount equal to the taxable income of the Trust will be
distributed each year to Unitholders in order to reduce the Trust's taxable income to zero. Where interest
payments on the Notes are due but not paid in whole or in part, the Trust Indenture provides that any
additional amount necessary to be distributed to Unitholders may be distributed in the form of Units
rather than in cash. Unitholders will be required to include such additional amount in income even
though they do not receive a cash distribution.

Net Asset Value

The net asset value of the assets of the Trust from time to time will vary dependent upon a number of
factors beyond the control of management, including oil and gas prices. The trading prices of the Trust
Units from time to time will also be determined by a number of factors which are beyond the control of
management and such trading prices may be greater or less than the net asset value of the Trust's assets.

Residual Liabilities

Pursuant to the Arrangement, the Corporation is the result of the amalgamation of Esprit Exploration Ltd.
and Esprit Acquisition Corp. As a result, the Corporation has retained all liabilities of Esprit Exploration
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Ltd., including liabilities relating to corporate and income tax matters, not specifically transferred to
ProspEx Resources Ltd.

Stability Rating
The Trust does not have a stability rating and has no current plans to apply for a stability rating.
INDUSTRY CONDITIONS

The oil and natural gas industry is subject to extensive controls and regulations governing its operations
(including land tenure, exploration, development, production, refining, transportation and marketing)
imposed by legislation enacted by various levels of government and with respect to pricing and taxation
of oil and natural gas by agreements among the governments of Canada, Alberta, British Columbia and
Saskatchewan, all of which should be carefully considered by investors in the oil and gas industry. It is
not expected that any of these controls or regulations will affect the operations of the Corporation in a
manner materially different than they would affect other participants in the sector of a similar size. All
current legislation is a matter of public record and the Trust and the Corporation are unable to predict
what additional legislation or amendments may be enacted. Outlined below are some of the principal
aspects of legislation, regulations and agreements governing the oil and gas industry.

Pricing and Marketing - Oil, Natural Gas and Associated Products

In the provinces of Alberta, British Columbia and Saskatchewan oil, natural gas and associated products
are generally sold at prices based upon market indicies. These indices are generated at various sales
points depending on the commodity and are reflective of the current value of the commodity adjusted for
quality and locational differentials. While these indices tend to track industry reference prices (ie. price
of West Texas Intermediate crude oil at Cushing, Oklahoma or price of natural gas at Henry Hub,
Louisiana or AECO Hub, Alberta), some variances can occur due to specific supply-demand imbalances.
These differentials can change on a monthly or daily basis depending on the supply-demand fundamental
at each location as well as other factors, such as the value of the Canadian dollar and the cost of
transporting the commodity to the pricing point of the particular index.

The North American Free Trade Agreement

The North American Free Trade Agreement ("NAFTA") among the governments of Canada, United
States of America and Mexico became effective on January 1, 1994. NAFTA carries forward most of the
material energy terms that are contained in the Canada - United States Free Trade Agreement. Canada
continues to remain free to determine whether exports of energy resources to the United States or Mexico
will be allowed, provided that any export restrictions do not: (i) reduce the proportion of energy resources
exported relative to domestic use (based upon the proportion prevailing in the most recent 36 month
period); (i1) impose an export price higher than the domestic price; or (iii) disrupt normal channels of
supply. All three countries are prohibited from imposing minimum export or import price requirements.

NAFTA contemplates the reduction of Mexican restrictive trade practices in the energy sector and
prohibits discriminatory border restrictions and export taxes. The agreement also contemplates clearer
disciplines on regulators to ensure fair implementation of any regulatory changes and to minimize
disruption of contractual arrangements, which is important for Canadian natural gas exports.

Provincial Royalties and Incentives
In addition to federal regulation, each province has legislation and regulations which govern land tenure,

royalties, production rates, environmental protection and other matters. The royalty regime is a
significant factor in the profitability of crude oil, natural gas liquids, sulphur and natural gas production.
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Royalties payable on production from lands other than Crown lands are determined by negotiations
between the mineral owner and the lessee, although production from such lands is subject to certain
provincial taxes and royalties. Crown royalties are determined by governmental regulation and are
generally calculated as a percentage of the value of the gross production. The rate of royalties payable
generally depends in part on prescribed reference prices, well productivity, geographical location, field
discovery date and the type or quality of the petroleum product produced.

From time to time the governments of the western Canadian provinces create incentive programs for
exploration and development. Such programs often provide for royalty rate reductions, royalty holidays
and tax credits. The programs are designed to encourage exploration and development activity in targeted
geographic areas or activity types. These programs, when in existence, reduce the amount of Crown
royalties paid by the Corporation to the provincial governments.

In the Province of Alberta, a producer of oil or natural gas is entitled to a credit against the royalties
payable to the Crown by virtue of the Alberta royalty tax credit ("ARTC") program. - The ARTC rate is
based on a price sensitive formula and the ARTC rate varies between 75% at crude oil prices at and below
$100 per m’ and 25% at prices at and above $210 per m’. The ARTC rate is applied to a maximum of
£2,000,000 of Alberta Crown royalties payable for each producer or associated group of producers.
Crown royalties on production from producing properties acquired from a corporation claiming maximum
entitlement to ARTC will generally not be eligible for ARTC. The rate will be established quarterly
based on the average "par price", as determined by the Alberta Department of Energy for the previous
quarterly period. In general, the ARTC program provides a rebate on Alberta Crown royalties paid in
respect of eligible producing properties.

Land Tenure

Crude oil and natural gas located in western Canada are owned predominantly by the respective
provincial governments. Provincial governments grant rights to explore for and produce o1l and natural
gas pursuant to leases, licences and permits for varying terms, usually from two to five years, and on
conditions set forth in provincial legislation, including requirements to perform specific work or make
payments. Oil and natural gas located in such provinces can also be privately owned and rights to explore
for and produce such oil and natural gas on frechold lands are granted by lease on such terms and
conditions as may be negotiated.

Environmental Regulation

The oil and natural industry is subject to environmental regulation pursuant to a variety of international
conventions and Canadian federal, provincial and municipal laws, regulations, and guidelines. Such
regulation provides for restrictions and prohibitions on the release or emission of various substances
produced in association with certain oil and gas industry operations. In addition, such regulation requires
that well and facility sites be abandoned and reclaimed to the satisfaction of provincial authorities.
Compliance with such regulation can require significant expenditures and a breach of such requirements
may result in suspension or revocation of necessary licenses and authorizations, civil liability for
pollution damage and the imposition of material fines and penalties.

The Alberta FEnvironmental Protection and Enhancement Act (the "AEPEA"), imposes strict
environmental standards, requires stringent compliance, reporting and monitoring obligations and
imposes significant penalties. The Corporation is committed to meeting its responsibilities to protect the
environment wherever it operates and anticipates making increased expenditures of both a capital and an
expense nature as a result of laws relating to the protection of the environment and takes such steps as
required to ensure compliance with the AEPEA and similar legislation in other jurisdictions in which it
operates. The Corporation believes that it is in material compliance with applicable environmental laws
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and regulations. The Corporation also believes that it is reasonably likely that the trend towards stricter
standards in environmental legislation and regulation will continue.

Trends

Natural gas prices have been extremely volatile over the past 12 months. With the North American
supply and demand balance for natural gas being extremely tight, the market is experiencing a great deal
of volatility in pricing due to a number of factors, including weather, supply disruptions, price induced
demand loss, drilling activity, natural production declines, storage levels, fuel switching and volatility in
other energy commodity prices.

Oil prices are dependent on the world economy and the global supply-demand balance. The current
environment of geo-political unrest has increased prices above those supported by current supply-demand
balances. While pricing in the future may more accurately reflect supply-demand fundamentals, it would
appear that the current tight supply environment is highly sensitive to political and terrorist risks as
evidenced by the risk premium in the current price structure. The magnitude of this risk premium may
change over time.

Equity financings may become more difficult and selective in the future forcing companies to work
within existing cash flows and opportunities that can be internally generated. This may result in further
industry consolidation, as companies have to focus on cost savings and operational controls in order to
perform to market expectations.

With the establishment of a number of start-up companies with experienced management teams there is
greater competition for a number of the smaller corporate and property acquisitions that will be available.

Finally, it appears the market for skilled and qualified personnel, products and services will remain tight.
This has created cost pressures resulting in higher finding, developed and acquisition costs.

LEGAL PROCEEDINGS

While the Corporation is the subject of several claims and is also pursuing a number of its own claims
against third parties, the Corporation is not aware of any material legal proceedings against it or the Trust
nor are any such proceedings known by the Corporation to be contemplated.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

Other than as discussed herein, there are no material interests, direct or indirect, of trustees of the Trust or
directors, executive officers or senior officers of the Corporation, or any direct or indirect Unitholder of
the Trust who beneficially owns, or who exercises control over, more than 10% of the outstanding Trust
Units or any known associate or affiliate of such persons, in any transaction within the three most recently
completed financial years or during the current financial year that has materially affected or will
materially affect the Trust or the Corporation.

TRANSFER AGENT AND REGISTRAR

The transfer agent and registrar for the Trust Units and the trustee for the Debentures is Computershare
Trust Company of Canada at its principal offices in Calgary, Alberta and Toronto, Ontario.
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MATERIAL CONTRACTS

The only material contracts currently in effect and entered into by the Trust or by the Corporation during
the past two years, other than during the ordinary course of business, are as follows:

l: the Trust Indenture,

2. the Administration Agreement referred to under "Information Concerning Esprit Energy Trust";

3. the Note Indenture referred to under "Notes";

4. the NPI Agreement referred to under "NPI Agreement";

5. the Administration Agreement;

6. the Support Agreement referred to under "Support Agreement:'

7. the Performance Unit Incentive Plan of the Trust; and

8. a trust indenture entered into between the Trust and Computershare Trust Company of Canada

dated July 28, 2005 in respect of the Debentures.
INTERESTS OF EXPERTS

KMPG LLP, Chartered Accountants, are the Trust's auditors and such firm has prepared an opinion with
respect to the Trust's consolidated financial statements as at and for the year ended December 31, 2005.
Information relating to reserves in this Annual Information Form was evaluated by GLJ Petroleum
Consultants, as independent qualified reserves evaluators. As at the date hereof, KPMG LLP and its
partners did not hold any registered or beneficial ownership interests, directly or indirectly, in the
securities or property of the Trust or its associates or affiliates.

As at the date hereof, the principals of GLJ Petroleum Consultants, did not hold any registered or
beneficial ownership interests, directly or indirectly in the securities or property of the Trust or its
associates or affiliates.

AUDIT COMMITTEE MATTERS

The mandate of the Audit Committee (the "Audit Committee™) of the Board of Trustees is set forth in
Schedule "C" attached hereto.

Composition of the Audit Committee
The following table sets forth the name of each of the current members of the Audit Committee, whether

such member is independent, whether such member is financially literate and the relevant education and
experience of such member.




Financially
Literate
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Relevant Education and Experience

Name Independent
W. Mark Schweitzer Yes
(Chairman)
Donald R. Gardner Yes
Eric L. Schwitzer Yes
Douglas W. Palmer Yes

External Auditor Service Fees

Yes

Yes

Yes

Mr. Schweitzer has a Bachelor of Commerce degree from Queen's
University and is a member of the Canadian Institute of Chartered
Accountants. Mr. Schweitzer has significant experience with
public companies, currently as the Executive Vice-President and
Chief Financial Officer of Superior Plus Inc., the wholly owned
subsidiary of the Superior Plus Income Fund and previously as Vice
President, Finance and Chief Financial Officer at Norcen Energy
Resources Ltd. and in senior treasury roles at Canadian Hunter
Exploration Ltd. and Noranda Inc. Mr. Schweitzer also held
various audit responsibilities with Emst & Young, Chartered
Accountants in Toronto.

Mr. Gardner holds a Bachelor of Commerce degree from the
University of Alberta and a Masters of Science Degree (Business
Administration) from the University of British Columbia. Mr.
Gardner has significant experience serving with public companies,
currently in the role of Chief Financial Officer with Canadian Spirit
Resources Inc. and previously in the role of Executive Vice
President and Chief Financial Officer with Esprit Exploration Ltd.
and Rigel Energy Corporation.

Mr. Schwitzer holds a Bachelor of Science in mathematics from
McGill University and a Masters of Science degree in Management
from the Massachusetts Institute of Technology and is a member of
the Canadian Institute of Chartered Business Valuators. Mr.
Schwitzer has held very senior positions in the Canadian corporate
finance industry, including Managing Partner with Enterprise
Capital Management Inc. and Managing Director with Scotia
Capital.

Mr. Palmer has significant experience with public issuers, having
served on the board of Calpine Natural Gas Trust and having held
the position of Chief Executive Officer of Numac Energy Ltd. and
Senior Vice President and Chief Operating Officer of Norcen
Energy Resources Ltd.

The following table sets forth the aggregate fees billed by KPMG LLP in each of the last two fiscal years.

2005 2004

Audit Fees.....ccooovvniniiiiieecee $190,500 $164,000

Audit-Related FEeS .........coovrvrvverrnnsrirrcrenns $118,975? 6,000

TOMAl .o $309,475 $170,000
Notes:
m In 2004, KPMG LLP advised Esprit Exploration on Canadian annual certification issucs which was not part of its standard audit

engagement.

2) In 2005, KPMG LLP provided services associated with the preparation of certain documents relating to the acquisition of Resolute

and the issuance of the Debentures.

ABBREVIATIONS AND EQUIVALENCIES

The following are abbreviations and definitions of terms used in this Annual Information Form. All
calculations converting natural gas to crude oil equivalent have been made using a ratio of six mcf of
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natural gas to one barrel of crude equivalent. References to boe may be misleading, particularly if used
in isolation. A boe conversion ratio of six mcf of natural gas to one barrel of crude oil equivalent is
based on an energy equivalency conversion method primarily applicable at the burner tip and does
not represent a value equivalency at the wellhead.

Crude Oil and Natural Gas Liquids ' Natural Gas

bbl One barrel equaling 34.972 Imperial gallons or 42 bef Billion cubic feet

U.S. gallons ‘
bbl/d Barrels per day : bef/d Billion cubic feet per day
boe Barrels of oil equivalent mef Thousand cubic feet
boe/d Barrels of oil equivalent per day : mcf/d Thousand cubic feet per day
mboe Thousand barrels of oil equivalent ‘ mmcf Million cubic feet
mmboe  Million barrels of oil equivalent mmcf/d Million cubic feet per day
mbbl Thousand barrels MMBTU Million British Thermal Units
mmbbls  Million barrels gj/d Gigajoules per day
NGL or Natural gas liquids, consisting of any one or more
NGLs of propane, butane and condensate
W.I Working interest

ADDITIONAL INFORMATION

Additional information on the remuneration and indebtedness of the trustees of the Trust and the directors
and officers of the Corporation is contained in the Information Circular dated March 15, 2006 of the Trust
relating to the annual meeting of holders of Trust Units to be held on May 11, 2006. Additional financial
information is also provided in the 2005 Annual Report of the Trust.

Additional information relating to the: Trust, including copies of this Annual Information Form, the
Trust's Information Circular dated March 15, 2006 and the 2005 Annual Report, are available on the
Trust's website at www.eee.ca and on SEDAR at www.sedar.com or may be obtained upon request by
contacting Esprit Energy Trust, Suite 900, 606 — 4th Street .S.W., Calgary, Alberta T2P 1T1 or by
facsimile at (403) 213-3735.
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GLOSSARY OF TERMS

The following is a glossary of certain terms used in this Annual Information Form.

"Administration Agreement" means the administration agreement entered into between the Trust and
the Corporation dated as of August 16, 2004, as amended and restated June 30, 2005.

"Board of Directors" means the board of directors of the Corporation.
"Board of Trustees" means the board of trustees of the Trust.

"Business Day" means a day, other than a Saturday, Sunday or statutory holiday, when banks are
generally open in the City of Calgary, in the Province of Alberta, for the transaction of banking business.

"CBCA" means the Canada Business Corporations Act, as amended, including the regulations
promulgated thereunder.

"Class A Trust Units" means the class A trust units in the capital of the Trust in existence prior to the
Reclassification.

"Class B Trust Units" means the class B trust units in the capital of the Trust in existence prior to the
Reclassification.

"Common Shares" means the voting common shares in the capital of the Corporation.

"Current Market Price" means, in respect of a Trust Unit on any date, the weighted average trading
price of the Trust Units on the TSX for the five (5) trading days preceding that date, or, if the Trust Units
are not then listed on the TSX, on such other stock exchange or automated quotation system on which the
Trust Units are listed or quoted, as the case may be, as may be selected by the Board of Directors for such
purpose; provided, however, that if in the opinion of the Board of Directors the public distribution or
trading activity of Trust Units for that period does not result in a weighted average trading price which
reflects the fair market value of a Trust Unit, then the Current Market Price of a Trust Unit shall be
determined by the Board of Directors, in good faith and in its sole discretion, and provided further that
any such selection, opinion or determination by such board of directors shall be conclusive and binding.

"Distributable Cash" means all amounts available for distribution during any applicable period to
holders of Trust Units.

"Distribution” means a distribution paid by the Trust in respect of the Trust Units, expressed as an
amount per Trust Unit.

"Distribution Payment Date" means any date that Distributable Cash is distributed to Trust Unitholders,
generally being the 15th day of the calendar month following any Distribution Record Date (or if such
day is not a Business Day, on the next Business Day thereafter).

"Distribution Record Date" means the last day of each calendar month or such other date as may be
determined from time to time by the Trustees, except that December 31 shall in all cases be a Distribution
Record Date.

"Esprit Arrangement" means the arrangement, effective October 1, 2004, under the provisions of
section 192 of the CBCA, among the Trust, the Corporation, Esprit Acquisition Corp., ExchangeCo. and
others.
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"Exchange Ratio", at any time and in respect of each Exchangeable Share, shall be equal to 1.00000 as at
October 1, 2004 and shall be cumulatively adjusted thereafter by (i) increasing the Exchange Ratio on
each Distribution Payment Date between October 1, 2004 and the time as of which the Exchange Ratio is
calculated by an amount, rounded to the nearest five decimal places, equal to a fraction having as its
numerator the Distribution, expressed as an amount per Trust Unit, paid on that Distribution Payment
Date, multiplied by the Exchange Ratio immediately prior to the Distribution Record Date for such
Distribution and having as its denominator the Current Market Price of a Trust Unit on the first Business
Day following the Distribution Record Date for such Distribution and (ii) decreasing the Exchange Ratio
on each dividend record date between October 1, 2004 and the time as of which the Exchange Ratio is
calculated by an amount, rounded to the nearest five decimal places, equal to a fraction having as its
numerator the dividend declared on that dividend record date, expressed as an amount per Exchangeable
Share multiplied by the Exchange Ratio immediately prior to that dividend record date, and having as its
denominator the Current Market Price of a Trust Unit on the date that is seven Business Days prior to that
dividend record date.

"Exchangeable Shares" means the exchangeable shares in the capital of the Corporation.

"ExchangeCo" means Esprit Exchangeco Ltd., a corporation incorporated under the CBCA and a wholly-
owned subsidiary of the Trust.

"GLJ" means GLJ Petrolenm Consultants, independent reserves evaluators of Calgary, Alberta.

"GLJ Report" means the independent engineering evaluation of the Corporation's oil, natural gas liquids
and natural gas reserves prepared by GLIJ, dated February 23, 2006, with a preparation date of February 9,
2006 and effective December 31, 2005.

"Income Tax Act" or "Tax Act" means the Income Tax Act (Canada), R.S.C. 1985, c. 1. (5th Supp), as
amended, including the regulations promulgated thereunder.

"Insolvency Event" means the institution by the Corporation of any proceeding to be adjudicated to be a
bankrupt or insolvent or to be wound up, or the consent of the Corporation to the institution of
bankruptcy, dissolution, insolvency or winding-up proceedings against it, or the filing of a petition,
answer or consent seeking dissolution or winding-up under any bankruptcy, insolvency or analogous
laws, including without limitation the Companies Creditors' Arrangement Act (Canada) and the
Bankruptcy and Insolvency Act (Canada), and the failure by the Corporation to contest in good faith any
such proceedings commenced in respect of the Corporation within 15 days of becoming aware thereof, or
the consent by the Corporation to the filing of any such petition or to the appointment of a receiver, or the
making by the Corporation of a general assignment for the benefit of creditors, or the admission in writing
by the Corporation of its inability to pay its debts generally as they become due, or the Corporation not
being permitted, pursuant to solvency requirements of applicable law, to redeem any retracted
Exchangeable Shares pursuant to the terms of the Exchangeable Shares.

"Market Redemption Price” means the price per Trust Unit equal to the lesser of (i) 95% of the "market
price", as calculated under the Trust Indenture, of the Trust Units on the principal market on which the
Trust Units are quoted for trading during the 10 trading day period commencing immediately after the
date on which Trust Units are surrendered to the Trust for redemption and (ii) the "closing market price”,
as calculated under the Trust Indenture, on the principal market on which the Trust Units are quoted for
trading on the date that the Trust Units are so surrendered for redemption.

"NPI" means the net profits interest granted under the NPI Agreement.

"NPI Agreement" means the net profits interest agreement entered into between the Corporation and the
Trust.
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"Non-Resident" means (i) a Person who is not a resident of Canada for the purposes of the Tax Act or (ii)
a partnership that is not a Canadian partnership for the purposes of the Tax Act.

"Note" or "Notes" means the unsecured, subordinate promissory notes issued by the Corporation to the
Trust.

"Note Indenture" means the note indenture entered into between the Corporation and Computershare
Trust Company of Canada governing the issuance of the Notes.

"Note Trustee" means Computershare Trust Company of Canada.
"Performance Unit Incentive Plan" means the performance unit incentive plan of the Trust.

"Person" means any individual, partnership, association, body corporate, trustee, executor, administrator,
legal representative, government, regulatory authority or other entity.

"Post-Arrangement Entitlement" means the right of a holder to receive from the Trust a Trust Unit
upon contacting the transfer agent of the Trust.

"Redemption Notes" means the promissory notes issuable by the Trust under the Trust Indenture having
terms and conditions substantially identical to those of the Notes.

"Special Resolution" means a resolution proposed to be passed as a special resolution at a meeting of
Unitholders (including an adjourned meeting) duly convened for that purpose and held in accordance with
the provisions of the Trust Indenture at which two or more holders present in person either holding
personally or representing as proxies not less in the aggregate than 5% of the aggregate number of Trust
Units then outstanding and passed by the affirmative votes of the holders of more than 66%:% of the Trust
Units represented at the meeting and voted on a poll upon such resolution. For the purposes of
determining such percentage, the holder of any Special Voting Unit who is present at the meeting shall be
regarded as representing outstanding Trust Units equivalent in number to the votes attaching to such
Special Voting Unit.

"Special Voting Units" means the special voting units of the Trust, issued and certified under the Trust
Indenture for the time being outstanding and entitled to the benefits and subject to the limitations set forth

therein.

"Support Agreement" means the support agreement entered into between the Trust, the Corporation and
ExchangeCo. dated as of September 30, 2004, as amended and restated June 30, 2005.

"TSX" means the Toronto Stock Exchange.

"Trust" means Esprit Energy Trust, a trust established under the laws of the Province of Alberta pursuant
to the Trust Indenture.

"Trust Indenture” means the trust indenture dated as of August 16, 2004, as amended and restated
September 30, 2004 and June 30, 2005, pursuant to which the Trust was created, as amended from time to
time.

"Trust Units" or "Units" means the Trust Units of the Trust.

"Unitholders" means holders from time to time of the Trust Units.
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"Trustee" means, at any time, an individual who is, in accordance with the provisions of the Trust
Indenture, a trustee of the Trust at that time including without limitation, so long as they remain as
trustees and "Trustees” means, at any time, all of the individuals each of whom at that time is a Trustee.

"Voting and Exchange Agreement Trustee" means the trustee chosen by the Trust to act as trustee
under the Voting and Exchange Agreement, being a corporation organized and existing under the laws of
Canada and authorized to carry on the business of a trust company in all provinces of Canada, and any
successor trustee appointed thereunder.

"Voting and Exchange Trust Agreement”" means the voting and exchange trust agreement relating to
the Exchangeable Shares entered into among the Trust, the Corporation, ExchangeCo and the Voting and
Exchange Agreement Trustee. '
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BY
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REPORT ON RESERVES DATA
BY
INDEPENDENT QUALIFIED RESERVES
EVALUATOR OR AUDITOR

To the board of directors of Esprit Energy Trust (the "Company"):

1. We have prepared an evaluation of the Company’s reserves data as at December 31,
2005. The reserves data consist of the following:

@ @ proved énd proved plus probable oil and gas reserves estimated as at
December 31, 2003, using forecast prices and costs; and

(i) the related estimated future net revenue; and

) G proved oil and gas reserves estimated as at December 31, 2005, using
constant prices and costs; and

(i1) the related estimated future net revenue.

2. The reserves data are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the reserves data based on our evaluation.

We carried out our evaluation in accordance with standards set out in the Canadian Oil
and Gas Evaluation Handbook (the "COGE Handbook") prepared jointly by the Society
of Petroleum Evaluation Engineers (Calgary Chapter) and the Canadian Institute of
Mining, Metallurgy & Petroleum (Petroleum Society).

3. Those standards require that we plan and perform an evaluation to obtain reasonable
assurance as to whether the reserves data are free of material misstatement. An evaluation
also includes assessing whether the reserves data are in accordance with principles and
definitions in the COGE Handbook.

4. The following table sets forth the estimated future net revenue (before deduction of
income taxes) attributed to proved plus probable reserves, estimated using forecast prices
and costs and calculated using a discount rate of 10 percent, included in the reserves data
of the Company evaluated by us for the year ended December 31, 2005, and identifies the
respective portions thereof that we have audited, evaluated and reviewed and reported on
to the Company's board of directors:

Location of
Reserves
- Description and (Country or
Independent Preparation Date of Foreign Net Present Value of Future Net Revenue
Qualified Reserves Evaluation Geographic (before income taxes. 10% discount rate - $M)
Evaluator Report Area) Audited  Evaluated Reviewed Total
GLJ Petroleum Consultants February 9, 2006 Canada - $951,438 - $951,438

GL] Petroleurmn Consultants
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5. In our opinion, the reserves data respectively evaluated by us have, in all material
respects, been determined and are in accordance with the COGE Handbook.

6. We have no responsibility to update our reports referred to in paragraph 4 for events and
circumstances occurring after their respective preparation dates.

7. Because the reserves data are based on judgements regarding future events, actual results
will vary and the variations may be material.

EXECUTED as to our report referred to above:

GLJ Petroleum Consultants Ltd., Calgary, Alberta, Canada, February 23, 2006

ORIGINALLY SIGNED BY

Terry L. Aarsby, P. Eng.
VP Corporate Evaluations

GL] Petroleurn Consuitants




SCHEDULE B

FORM 51-101F3
REPORT OF
MANAGEMENT AND DIRECTORS
ON OIL AND GAS DISCLOSURE

This is the form referred to in item 3 of section 2.1 of National Instrument 51-101 Standards of
Disclosure for Oil and Gas Activities ("NI 51-101""). This form does not apply in British Columbia.

L. Terms to which a meaning is ascribed in NI 51-101 have the same meaning in this form.
2. The report referred to in item 3 of section 2.1 of NI 51-101 shall in all material respects be as
follows:

Report of Management and Directors
on Reserves Data and Other Information

Management of Esprit Exploration Ltd. (the "Corporation"), as administrator of Esprit Energy
Trust, are responsible for the preparation and disclosure of information with respect to the
Corporation’s oil and gas activities in accordance with securities regulatory requirements. This
information includes reserves data, which consist of the following:

(a) 1) proved and proved plus probable oil and gas reserves estimated as at December
31, 2005 using forecast prices and costs; and

(i1) the related estimated future net revenue; and

b (1) proved oil and gas reserves estimated as at December 31, 2005 using constant
prices and costs; and

(i1) the related estimated future net revenue.

An independent qualified reserves evaluator has evaluated the Corporation’s reserves data. The
report of the independent qualified reserves evaluator will be filed with securities regulatory
authorities concurrently with this report.

The Board of Directors of the Corporation has:

(a) reviewed the Corporation’s procedures for providing information to the independent
qualified reserves evaluator;

(b) met with the independent qualified reserves evaluator to determine whether any
restrictions affected the ability of the independent qualified reserves evaluator to report
without reservation; and :

(©) reviewed the reserves data with management and the independent qualified reserves
evaluator.
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The Board of Directors has reviewed the Corporation’s procedures for assembling and reporting
other information associated with oil and gas activities and has reviewed that information with
management. The Board of Directors has approved:

(a) the content and filing with securities regulatory authorities of the reserves data and other
oil and gas information;

(b) the filing of the report of the independent qualified reserves evaluator on the reserves
data; and

(c) the content and filing of this report.

Because the reserves data are based on judgments regarding future events, actual results will vary
and the variations may be material.

DATED this 15th day of March, 2006.

(signed) Stephen J. Savidant (signed) Stephen B. Soules
President and Chief Executive Officer Executive Vice President and
Chief Financial Officer
(signed) D. Michael G. Stewart (signed) Donald R. Gardner

Director Director




SCHEDULE C

MANDATE OF THE AUDIT COMMITTEE
Policy Statement

It is the policy of Esprit Energy Trust (the "Trust") to establish and maintain an Audit Committee,
composed entirely of independent trustees, to assist the Board of Trustees (the "Board") in carrying out
their oversight responsibility for the Trust’s and its subsidiaries and affiliates (collectively “Esprit™)
internal controls, financial reporting and risk management processes. The Audit Committee will be
provided with resources commensurate with the duties and responsibilities assigned to it by the Board
including administrative support. If determined necessary by the Audit Committee, it will have the
discretion to institute investigations of improprieties, or suspected improprieties within the scope of its
responsibilities, including the standing authority to retain special counsel or experts.

Composition of the Committee

L. The Audit Committee shall consist of at least three trustees. The Board shall appoint the
members of the Audit Committee and may seek the advice and assistance of the Human
Resources and Corporate Governance Committee of its subsidiary Esprit Exploration Ltd. (the
“Corporation”) in identifying qualified candidates. The Board shall appoint one member of the
Audit Committee to be the Chair of the Audit Committee.

2. Each trustee appointed to the Audit Committee by the Board shall be an outside trustee who is
unrelated. An outside, unrelated trustee is a trustee who is independent of management and is
free from any interest, any business or other relationship which could, or could reasonably be
perceived, to materially interfere with the director’s ability to act with a view to the best interests
of the Corporation, other than interests and relationships arising from shareholding. In
determining whether a director is independent of management, the Board shall make reference to
the then current legislation, rules, policies and instruments of applicable regulatory authorities.

3. Each member of the Audit Committee shall be “financially literate”. In order to be financially
literate, a director must be, at a minimum, able to read and understand basic financial statements,
and at least one member shall have "accounting or related financial management expertise",
meaning the ability to analyze and interpret a full set of financial statements, including the notes
attached thereto, in accordance with Canadian generally accepted accounting principles.

4, A trustee appointed by the Board to the Audit Committee shall be a member of the Audit
Committee until replaced by the Board or until his or her resignation.

5. The Chairman of the Board of Trustees shall be an ex officio member of the Committee.
Meetings of the Committee

L. The Audit Committee shall convene a minimum of four times each year at such times and places
as may be designated by the Chair of the Audit Committee and whenever a meeting is requested
by the Board, a member of the Audit Committee, the auditors, or a senior officer of the
Corporation. Meetings of the Audit Committee shall correspond with the review. of the quarterly
financial statements and management discussion and analysis.
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2. Notice of each meeting of the Audit Committee shall be given to each member of the Audit
Committee and to the auditors, who shall be entitled to attend each meeting of the Audit
Committee and shall attend whenever requested to do so by a member of the Audit Committee.

3. Notice of a meeting of the Audit Committee shall:
(a) be in writing;
(b) state the nature of the business to be transacted at the meeting in reasonable detail;
(c) to the extent practicable, be accompanied by copies of documentation to be considered at

the meeting; and

(d) be given at least two business days prior to the time stipulated for the meeting or such
shorter period as the members of the Audit Committee may permit.

4. A quorum for the transaction of business at a meeting of the Audit Committee shall consist of a
majority of the members of the Audit Committee. However, it shall be the practice of the Audit
Committee to require review, and, if necessary, approval of certain important matters by all
members of the Audit Committee.

5. A member or members of the Audit Committee may participate in a meeting of the Audit
Committee by means of such telephonic, electronic or other communication facilities, as permits
all persons participating in the meeting to communicate adequately with each other. A member
participating in such a meeting by any such means is deemed to be present at the meeting.

6. In the absence of the Chair of the Audit Committee, the members of the Audit Commuttee shall
choose one of the members present to be Chair of the meeting. In addition, the members of the
Audit Committee shall choose one of the persons present to be the Secretary of the meeting.

7. The Chairman of the Board, senior management of the Corporation and other parties may attend
meetings of the Audit Committee; however the Audit Committee (i) shall meet with the external
auditors independent of management as necessary, in the sole discretion of the Committee, but in
any event, not less than quarterly; and (ii) may meet separately with management.

8. Minutes shall be kept of all meetings of the Audit Committee and shall be signed by the Chair
and the Secretary of the meeting.

Duties and Responsibilities of the Committee
1. The Audit Committee’s primary duties and responsibilities are to:

(a) identify and monitor the management of the principal risks that could impact the financial
reporting of Esprit;

(b) monitor and, as required, evaluate the integrity of Esprit’s financial reporting process and
system of internal controls regarding financial reporting and accounting compliance;

(c) monitor the independence and performance of Esprit’s external auditors;

(d) deal directly with the external auditors to approve external audit plans, other services (if
any) and fees;
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(8)

(h)
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directly oversee the external audit process and results (in addition to items described in
Section 4. below);

provide an avenue of communication among the external auditors, management of the
Corporation and the Board;

ensure that an effective “whistle blowing” procedure exists to permit stakeholders to
express any concerns regarding accounting or financial matters to an appropriately
independent individual; '

ensure that an appropriate Code of Conduct is in place and understood by employees,
directors and trustees of Esprit.

The Audit Committee shall have the authority to:

(a)
(b)

(©)

(d)

inspect any and all of the books and records of Esprit;

discuss with the management of the Corporation, its subsidiaries and affiliates and senior
staff of the Corporation, any affected party and the external auditors, such accounts,
records and other matters as any member of the Audit Committee considers necessary
and appropriate;

engage consultants, independent counsel and other advisors as it determines necessary to
carry out its duties; and

set and pay the compensation for ény advisors employed by the Audit Committee.

The Audit Committee shall, at the earliest opportunity after each meeting, report to the Board the
results of its activities and any reviews undertaken and make recommendations to the Board as
deemed appropriate.

The Audit Committee shall:

(a)

(b)

(c)

(d)

review the annual audit plan with the Trust’s external auditors and with management of
the Corporation;

discuss with management of the Corporation and the external auditors any proposed
changes in major accounting policies or principles, the presentation and impact of
significant risks and uncertainties and key estimates and judgements of management that
may be material to financial reporting;

review with management of the Corporation and with the external auditors significant
financial reporting issues arising during the most recent fiscal period and the resolution or
proposed resolution of such issues;

review any problems experienced or concerns expressed by the external auditors in
performing an audit, including any restrictions imposed by management of the
Corporation or significant accounting issues on which there was a disagreement with
management of the Corporation;
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review with senior management of the Corporation the process of identifying, monitoring
and reporting the principal risks affecting financial reporting;

review audited annual financial statements and related documents in conjunction with the
report of the external auditors and obtain an explanation from management of the
Corporation of all significant variances between comparative reporting periods;

consider and review with management of the Corporation, the internal control
memorandum or letter containing the recommendations of the external auditors and the
Corporation’s management’s response, if any, including an evaluation of the adequacy
and effectiveness of the internal financial controls of Esprit and subsequent follow-up to
any identified weaknesses;

review with management of the Corporation and the external auditors the quarterly
unaudited financial statements and management discussion and analysis before release to
the public;

before release, review and if appropriate, recommend for approval by the Board, all
public disclosure documents containing audited or unaudited financial information,
including any prospectuses, annual reports, annual information forms, management
discussion and analysis and press releases; and

oversee, any of the financial affairs of Esprit and, if deemed appropriate, make
recommendations to the Board, external auditors or management.

The Audit Committee shall:

(a)

(b)

(c)
(d)

(e)

()

evaluate the independence and performance of the external auditors and annually
recommend to the Board the appointment of the external auditor or the discharge of the
external auditor when circumstances are warranted;

consider the recommendations of management of the Corporation in respect of the
appointment of the external auditors;

pre-approve all non-audit services to be provided to Esprit by its external auditors’;

approve the engagement letter for non-audit services to be provided by the external
auditors or affiliates, together with estimated fees, and considering the potential impact of
such services on the independence of the external auditors;

when there is to be a change of external auditors, review all issues and provide
documentation related to the change, including the information to be included in the
Notice of Change of Auditors and documentation required pursuant to National Policy 31
(or any successor legislation) of the Canadian Securities Administrators and the planned
steps for an orderly transition period; and

review all reportable events, including disagreements, unresolved issues and
consultations, as defined by applicable securities policies, on a routine basis, whether or
not there is to be a change of external auditors.

" Numpe,
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The Audit Committee shall:

(a) review with management of the Corporation at least annually, the financing strategy and
plans of Esprit; and

) review all securities offering documents (including documents incorporated therein by
reference) of Esprit.

The Audit Committee shall review the amount and terms of any insurance to be obtained or
maintained by Esprit with respect to risks inherent in its operations and potential liabilities
incurred by the trustees, directors or officers of the Corporation in the discharge of their duties
and responsibilities.

The Audit Committee shall review the appointments of the Chief Financial Officer of the
Corporation and any key financial managers who are involved in the financial reporting process.

The Audit Committee shall enquire into and determine the appropriate resolution of any conflict
of interest in respect of audit or financial matters, which are directed to the Audit Committee by
any member of the Board, a unitholder of the Trust, the external auditors, or senior management
of the Corporation.

The Audit Committee shall periodically review with management of the Corporation the need for
an internal audit function.

The Audit Committee shall review Esprit’s accounting and reporting of environmental costs,
liabilities and contingencies.

The Audit Committee shall establish and maintain procedures for:

(a) the receipt, retention and treatment of complaints received by Esprit regarding accounting
controls, or auditing matters; and ’

(b) the confidential, anonymous submission by employees of Esprit of concerns regarding
questionable accounting or auditing matters.

The Audit Committee shall review and approve Esprit’s hiring policies regarding employees and
former employees of the present and former external auditors.

The Audit Committee shall review with Esprit’s legal counsel as required but at least annually,
any legal matter that could have a significant impact on the Esprit’s financial statements, and any
enquiries received from regulators, or government agencies.

The Audit Committee shall assess, on an annual basis, the adequacy of this Mandate and the
performance of the Audit Committee.
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CALGARY, March 16 /CNW/ - Esprit Energy Trust ("Esprit" or; the-"Irust")

JJ'Q .

is pleased to provide 2005 tax information for its Canadian unitholders.
2005 Tax Information for Canadian Unitholders

The following information is being provided to assist individual Canadian
resident unitholders of Esprit Energy Trust for the calendar year 2005. The
information is intended as a general guideline and should not be considered
legal advice to any particular existing or potential unitholder. The
information is not intended to cover all possible income tax considerations.
Unitholders of the Trust should consult their own legal and tax advisors as to
the specific tax consequences of holding their Trust units.

Trust Units Held Within an RRSP, RRIF, RESP or DPSP

Unitholders who held Esprit Energy Trust units in a Registered Retirement
Savings Plan ("RRSP"), Registered Retirement Income Fund ("RRIF"), Registered
Education Savings Plan ("RESP") or Deferred Profit Sharing Plan ("DPSP")
should not report any amount on their 2005 Tl Income Tax Return.

Trust Units Held Outside of an RRSP, RRIF, RESP or DPSP

Unitholders who held their trust units outside of an RRSP, RRIF,RESP or
DPSP, through a broker or other intermediary and were entitled to receive cash
distributions during 2005, will receive a "T3 supplementary" slip directly
from their broker or intermediary, not from Esprit nor our Transfer Agent,
Computershare Trust Company of Canada ("Computershare").

Registered unitholders of Esprit trust units who were entitled to receive
cash distributions during the period from Computershare (and not from a broker
or intermediary) will receive a "T3 Supplementary" slip directly from
Computershare.

2005 Cash Distribution Information for Canadian Unitholders

Esprit has calculated that distributions earned by Canadian resident
unitholders in respect of the 2005 taxation year are 77 percent taxable and
23 percent return of capital.

The table below summarizes, on a per unit basis, the taxability of 2005
distributions.

<<

Return of

Taxable Capital
Distribution Amount Amount

Record date Payment date paid ($/unit) (77%) (23%)
Jan 31 2005 Feb 15 2005 0.14 $0.1078 $0.0322
Feb 28 2005 Mar 15 2005 0.14 $0.1078 $0.0322
Mar 31 2005 Apr 15 2005 0.14 $0.1078 $0.0322
May 02 2005 May 16 2005 0.14 $0.1078 $0.0322
May 31 2005 Jun 15 2005 0.14 $0.1078 $0.0322
Jun 30 2005 Jul 15 2005 0.14 $0.1078 $0.0322
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Jul 29 2005 Aug 15 2005 0.14 $0.1078 $0.0322 “%‘%

Aug 31 2005 Sep 15 2005 0.14 $0.1078 $0.0322 €3

Sep 30 2005 Oct 14 2005 0.14 $0.1078 $0.0322 ‘i’%%

Oct 31 2005 Nov 15 2005 0.15 $0.1155 $0.0345 °¢

Nov 30 2005 Dec 15 2005 0.15 $0.1155 $0.0345 %

Dec 30 2005 Jan 16 2006 0.15 $0.1155 $0.0345 S,
1.71 $1.3167 $0.3933

Adjusted Cost Base

Holders of Esprit Trust units must reduce the Adjusted Cost Base ("ACB")
of their units by an amount equal to the cumulative cash received from
distributions minus cumulative taxable amounts reported as "Other income" on
their "T3 Supplementary" slips.

Esprit is a Calgary based natural gas weighted income trust. Esprit's
operations are primarily concentrated in Alberta and are characterized by long
life, gas focused assets. Trust units and convertible debentures of Esprit are
traded on the Toronto Stock Exchange (TSX) under the symbols "EEE.UN" and
"EEE.DB", respectively.

Certain information regarding Esprit Energy Trust including management's
assessment of future plans and operations, constitutes forward-looking
information or statements under applicable securities law and necessarily
involve assumptions regarding factors and risks that could cause actual
results to vary materially, including, without limitation, assumptions and
risks associated with oil and gas exploration, development, exploitation,
production, marketing and transportation, loss of markets, volatility of
commodity prices, currency fluctuations, imprecision of reserve estimates,
environmental risks, competition, incorrect assessment of the value of
acquisitions, failure to realize the anticipated benefits of acquisitions and
ability to access sufficient capital from internal and external sources. The
reader is cautioned that these factors and risks are difficult to predict and
that the assumptions used in the preparation of such information, although
considered reasonably accurate by Esprit at the time of preparation, may prove
to be incorrect. Accordingly, readers are cautioned that the actual results
achieved will vary from the information provided herein and the variations may
be material. Readers are also cautioned that the foregoing list of factors is
not exhaustive. Additional information on these and other factors that could
affect Esprit's operations or financial results are included in Esprit's
reports on file with Canadian securities regulatory authorities. In particular
see Esprit's MD&A and the Risk Factors and Industry Conditions sections of
Esprit's Annual Information Form. Esprit's reports may be accessed through the
SEDAR website (www.sedar.com), at Esprit's website (www.eee.ca) or by
contacting Lisa Ciulka at Esprit Energy Trust. Consequently, there is no
representation by Esprit that actual results achieved will be the same in
whole or in part as those set out in the forward looking information.
Furthermore, the forward-looking statements contained in this news release are
made as of the date of this news release, and Esprit does not undertake any
obligation to update publicly or to revise any of the included forward-looking
statements, whether as a result of new information, future events or
otherwise. The forward-looking statements contained herein are expressly
qualified by this cautionary statement.

>>
$SEDAR: 00021286E

/For further information: please visit our web site at www.eee.ca or
contact: Lisa Ciulka, Manager, Investor Relations, (403) 213-3770, or toll
free 1-888-213-3713, lciulka(at)eee.ca/
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(All amounts are in Canadian dollars, unless stated otherwise)

CALGARY, March 16 /CNW/ - Esprit Energy Trust ("Esprit" or the "Trust")
today filed its 2005 annual report which includes its audited consolidated
financial statements and accompanying notes for the year ended December 31,

2005 and related Management's Discussion and Analysis with Canadian securities
regulatory authorities. Esprit has also filed its annual information form for
the year ended December 31, 2005, which includes disclosure and reports
relating to reserves data and other oil and gas information required pursuant
to National Instrument 51-101 of the Canadian Securities Administration, and
its management information circular.

Copies of these documents may be obtained via SEDAR at www.sedar.com or
on the Corporation's website at www.eee.ca

Esprit is a Calgary based natural gas weighted income trust. Esprit's
operations are primarily concentrated in Alberta and are characterized by long
life, gas focused assets. Trust units and convertible debentures of Esprit are
traded on the Toronto Stock Exchange (TSX) under the symbols "EEE.UN" and
"EEE.DB", respectively.

Certain information regarding Esprit Energy Trust including management's
assessment of future plans and operations, constitutes forward-looking
information or statements under applicable securities law and necessarily
involve assumptions regarding factors and risks that could cause actual
results to vary materially, including, without limitation, assumptions and
risks associated with cil and gas exploration, development, exploitation,
production, marketing and transportation, loss of markets, volatility of
commodity prices, currency fluctuations, imprecision of reserve estimates,
environmental risks, competition, incorrect assessment of the value of
acquisitions, failure to realize the anticipated benefits of acquisitions and
ability to access sufficient capital from internal and external sources. The
reader is cautioned that these factors and risks are difficult to predict and
that the assumptions used in the preparation of such information, although
considered reasonably accurate by Esprit at the time of preparation, may prove
to be incorrect. Accordingly, readers are cautioned that the actual results
achieved will vary from the information provided herein and the variations may
be material. Readers are also cautioned that the foregoing list of factors is
not exhaustive. Additional information on these and other factors that could
affect Esprit's operations or financial results are included in Esprit's
reports on file with Canadian securities regulatory authorities. In particular
see Esprit's MD&A and the Risk Factors and Industry Conditions sections of
Esprit's Annual Information Form. Esprit's reports may be accessed through the
SEDAR website (www.sedar.com), at Esprit's website (www.eee.ca) or by
contacting Lisa Ciulka at Esprit Energy Trust. Consequently, there is no
representation by Esprit that actual results achieved will be the same in
whole or in part as those set out in the forward looking information.
Furthermore, the forward-looking statements contained in this news release are
made as of the date of this news release, and Esprit does not undertake any
obligation to update publicly or to revise any of the included forward-looking
statements, whether as a result of new information, future events or
otherwise. The forward-looking statements contained herein are expressly
qualified by this cautionary statement.

%$SEDAR: 00021286E

/For further information: please visit our web site at www.eee.ca or
contact: Lisa Ciulka, Manager, Investor Relations, (403) 213-3770 or toll free
1-888-213-3713, lciulka(at)eee.ca/
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Esprit Energy Trust files 2005 Year End Disclosure Documents

(All amounts are in Canadian dollars, unless stated otherwise)

CALGARY, March 16, 2006 / CNW / - Esprit Energy Trust (“Esprit” or the “Trust”) today filed its 2005
annual report which includes its audited consolidated financial statements and accompanying notes for
the year ended December 31, 2005 and related Management’s Discussion and Analysis with Canadian
securities regulatory authorities. Esprit has also filed its annual information form for the year ended
December 31, 2005, which includes disclosure and reports relating to reserves data and other oil and
gas information required pursuant to National Instrument 51-101 of the Canadian Securities
Administration, and its Management Information Circular.

Copies of these documents may be obtained via SEDAR at www.sedar.com or on the Corporation’s
website at www.eee.ca

Esprit is a Calgary based natural gas weighted income trust. Esprit’s operations are primarily
concentrated in Alberta and are characterized by long life, gas focused assets. Trust units and
convertible debentures of Esprit are traded on the Toronto Stock Exchange (TSX) under the symbols
“EEE.UN” and “EEE.DB", respectively.

Certain information regarding Esprit Energy Trust including management's assessment of future plans
and operations, constitutes forward-looking information or statements under applicable securities law
and necessarily involve assumptions regarding factors and risks that could cause actual results to vary
materially, including, without limitation, assumptions and risks associated with oil and gas exploration,
development, exploitation, production, marketing and transportation, loss of markets, volatility of
commodity prices, currency fluctuations, imprecision of reserve estimates, environmental risks,
competition, incorrect assessment of the value of acquisitions, failure to realize the anticipated benefits
of acquisitions and ability to access sufficient capital from internal and external sources. The reader is
cautioned that these factors and risks are difficult to predict and that the assumptions used in the
preparation of such information, although considered reasonably accurate by Esprit at the time of
preparation, may prove to be incorrect. Accordingly, readers are cautioned that the actual results
achieved will vary from the information provided herein and the variations may be material. Readers are
also cautioned that the foregoing list of factors is not exhaustive. Additional information on these and
other factors that could affect Esprit's operations or financial results are included in Esprit's reports on file
with Canadian securities regulatory authorities. In particular see Esprit's MD&A and the Risk Factors
and Industry Conditions sections of Esprit's Annual Information Form. Esprit's reports may be accessed
through the SEDAR website (www.sedar.com), at Esprit's website (www.eee.ca) or by contacting Lisa
Ciulka at Esprit Energy Trust. Consequently, there is no representation by Esprit that actual results
achieved will be the same in whole or in part as those set out in the forward looking information.
Furthermore, the forward-looking statements contained in this news release are made as of the date of
this news release, and Esprit does not undertake any obligation to update publicly or to revise any of the
included forward-looking statements, whether as a result of new information, future events or otherwise.
The forward-looking statements contained herein are expressly qualified by this cautionary statement.

For further information please visit our web site at www.eee.ca or contact:

Lisa Ciulka
Manager, Investor Relations




(403) 213-3770 or toll free 1-888-213-3713
Iciulka@eee.ca
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Esprit Energy Trust Confirms its April Distribution and”Announces its May
Distribution.

CALGARY, Mar. 20/CNW/ - Esprit Energy Trust (“Esprit” or the “Trust”), today confirmed its April
distribution and announced its distribution for May. Esprit confirmed that the April distribution will
be $0.15 per trust unit and will be paid to unitholders of record on April 28, 2006. The distribution
will be paid on May 15, 2006. The ex-distribution date will be April 26, 2006.

Esprit also announced that the May distribution will be $0.15 per trust unit and will be paid to
unitholders of record on May 31, 2006. The distribution will be paid on June 15, 2006. The ex-
distribution date will be May 29, 2006.

These distributions of $0.15 per trust unit per month are unchanged from previous months and
mark the eighth consecutive distribution at this rate. In October 2005, Esprit increased its
distributions $0.01 per unit from its previous level of $0.14 per trust unit per month. Based on
Esprit’s closing price on March 17, 2006 and an annualized distribution of $0.15 per trust unit per
month, this represents a cash-on-cash yield of approximately 15 percent.

Esprit is a Calgary based natural gas weighted income trust. Esprit’'s operations are primarily
concentrated in Alberta and are characterized by long life, gas focused assets. Trust units and
convertible debentures of Esprit are traded on the Toronto Stock Exchange (TSX) under the
symbols “EEE.UN” and “EEE.DB", respectively.

Cash-on-cash yield is a non-GAAP measure and may not be comparable with calculations made
by other entities. It is calculated by dividing the annualized current distribution paid per trust unit
by the unit price. Cash-on-cash yield is commonly used in the energy trust sector to measure a
unitholder’s potential return on investment.

Certain information regarding Esprit Energy Trust including management's assessment of future
plans and operations, constitutes forward-looking information or statements under applicable
securities law and necessarily involve assumptions regarding factors and risks that could cause
actual results to vary materially, including, without limitation, assumptions and risks associated
with oil and gas exploration, development, exploitation, production, marketing and transportation,
loss of markets, volatility of commodity prices, currency fluctuations, imprecision of reserve
estimates, environmental risks, competition, incorrect assessment of the value of acquisitions,
failure to realize the anticipated benefits of acquisitions and ability to access sufficient capital from
internal and external sources. The reader is cautioned that these factors and risks are difficult to
predict and that the assumptions used in the preparation of such information, although
considered reasonably accurate by Esprit at the time of preparation, may prove to be incorrect.
Accordingly, readers are cautioned that the actual results achieved will vary from the information
provided herein and the variations may be material. Readers are also cautioned that the
foregoing list of factors is not exhaustive. Additional information on these and other factors that
could affect Esprit's operations or financial results are included in Esprit's reports on file with
Canadian securities regulatory authorities. In particular see Esprit's MD&A and the Risk Factors
and Industry Conditions sections of Esprit's Annual Information Form. Esprit's reports may be
accessed through the SEDAR website (www.sedar.com), at Esprit's website (www.eee.com) or
by contacting Lisa Ciulka at Esprit Energy Trust. Consequently, there is no representation by
Esprit that actual results achieved will be the same in whole or in part as those set out in the
forward looking information. Furthermore, the forward-looking statements contained in this news
release are made as of the date of this news release, and Esprit does not undertake any
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obligation to update publicly or to revise any of the included forward-looking statements, whether g
as a result of new information, future events or otherwise. The forward-looking statements

contained herein are expressly qualified by this cautionary statement.

For further information please visit our web site at www.eee.ca or contact:

Lisa Ciulka
Manager, Investor Relations
(403) 213-3770 or toll free 1-888-213-3713

Iciukka@eee.ca
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ENERGY TRUST

9th Floor, 100 University Avenue
Toranto, Ontario M5J 2Y1
www.computershare.com

MR SAM SAMPLE
123 SAMPLES STREET

SAMPLETOWN SS X9X 9X9 Security Class 123

Holder Account Number

B1234567890 XXX
Intermediary

XXX

Voting Instruction Form ("VIF") - Annual Meeting to be held on May 11, 2006

NON-REGISTERED (BENEFICIAL) SHAREHOLDERS

1. We are sending to you the enclosed proxy-related materials that relate to a meeting of the holders of the series or class of securities that are held on your behalf by the intermediary identified
above. Unless you attend the meeting and vote in person, your securities can be voted only by management, as proxy holder of the registered holder, in accordance with your instructions.

2. We are prohibited from voting these secunties on any of the matters to be acted upon at the meeting without your specific voting instructions. In order for these securities to be voted at the
meeting, it will be necessary for us to have your specific voting instructions. Please complete and retum the information requested in this VIF to provide your voting instructions to us promptly.

3. If you wish to attend the meeting in person or appoint some other person or company, who need not be a shareholder, to attend and act on your behalf at the meeting, please insert your
name(s) or the name of your chosen appointee in the space provided (please see reverse).

4. This VIF should be signed by you in the exact manner as your name appears on the VIF. If these voting instructions are given on behalf of a body corporate set out the full legal name of the
body corporate, the name and position of the person giving voting instructiens on behalf of the body corporate and the address for service of the body corporate.

5. [f this VIF is not dated, it will be deemed to bear the date on which it is mailed by management to you.

8. When properly signed and delivered, securities represented by this VIF will be voted as directed by you, however, if such a direction is not made in respect of any matter, the VIF
will direct the voting of the securities to be made as recommended in the documentation provided by Management for the meeting.

7. This VIF confers discretionary authority on the appointee to vote as the appointee sees fit in respect of amendments or variations to matters identified in the notice of meeting or other matters
as may properly come before the meeting or any adjournment thereof.

8. Should you wish to receive a legal form of proxy, please indicate in the space provided (please see reverse) and one will be sent to you by mail. Please remember that a legal proxy is subject
to all the terms and conditions that apply to proxies as outlined in the documentation provided by Management including any cut-off time for receipt.

9. Your voting instructions will be recorded on receipt of the VIF and a legal form of proxy will be submitted on your behalf.

10. By providing voting instructions as requested, you are acknowledging that you are the beneficial owner of, and are entitled to instruct us with respect to the voting of, these securities.

11. If you have any questions regarding the enclosed documents, please contact the Registered Representative who services your account.

12. This VIF should be read in conjunction with the accompanying documentation provided by Management.

VIFs submitted must be received by 10:00 am, Mountain Time, on May 9, 2006.

VOTE USING THE TELEPHONE OR INTERNET 24 HOURS A DAY 7 DAYS A WEEK!

: e ] —
To Vote Using the Telephone @ To Vote Using the Internet
Q) 9 P \ J g ‘
+ Call the toll free number listed BELOW from a touch tone + Go to the following web site:
telephone. www.investorvote.com

1-866-734-VOTE (8683) Toll Free
If you vote by telephone or the Internet, DO NOT mail back this VIF.

Voting by mail may be the only methed for securities held in the name of a corporation or securities being voted on behalf of another individual.

Voting by mail or by Internet are the only methods by which a holder may choose an appointee other than the Management appointees named on the reverse of this VIF. Instead of mailing this
VIF, you may choose one of the two voting methods outlined above to vote this VIF.

To vote by telephone or the Internet, you will need to provide your CONTROL NUMBER, HOLDER ACCOUNT NUMBER and ACCESS NUMBER listed below.

CONTROL NUMBER 123456 HOLDER ACCOUNT NUMBER B1234567890 ACCESS NUMBER 12345

Anmvna CPUQCO! .E.INT/000001/i1234
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XXX 123 PR

. Exemption Number
Appointee(s) 82-34890

Management Appointee(s) are: Stephen J. Savidart, a trustee of if you wish to attend in person or appoint someone
the Trust and President and Chief Executive Officer of Esprit OR else to attend on your behalf, Enter your name or
Exploration Ltd. {the "Corporation™), the administrator of the Trust, or the name of your appointee in this space (see Note
failing him, Stephen B. Soules, a trustee of the Trust and Executive #3 on reverse).

Vice President and Chief Financial Officer of the Corporation

as proxyholder for the undersigned, with power of substitution, to attend, act and vote for and on behalf of the undersigned at the annual meeting of Unitholders to be held at the Grand
Lecture Theatre, Metropolitan Centre, 333 - 4th Avenue SW, Calgary AB on May 11, 2006 at 10:00 AM (the "Meeting") and at any adjournment or adjournments thereof, in the same
manner, to the same extent and with the same powers as if the undersigned were present at the Meeting or any adjournment or adjournments thereof. Without limiting the general powers
hereby conferred, the said proxy is directed to vote as follows upon the following matters:

VOTING RECOMMENDATIONS ARE INDICATED BY [gliclyI&[el,ji=vR {4} OVER THE BOXES.

. . Withhold
1. Appointment of Auditors
The appointment of KPMG LLP, Chartered Accountants, as auditors for the Trust for the ensuing year, and to authorize the Board of Trustees to fix their D I:I
remuneration.

2. Election of Trustees

The election of the trustees set forth in the Information Circular of the Trust dated March 15, 2008 (the "Information Circular”).

[ Withhold

Vote FOR or WITHHOLD for all nominees proposed by Management D D

To vote in his discretion on any amendment or variation to the foregoing matters or on any other matter to properly come before the Meeting or any adjournment thereof.

The undersigned Unitholder hereby revokes any proxy previously given to attend and vote at the Meeting and acknowledges receipt of the Notice of Annual Meeting of Unitholders
and the Information Circular of the Trust dated March 15, 2008.

Signature(s) Date

Authorized Signature(s) - This section must be
completed for your instructions to be executed.

If you are voting on behalf of a corporation or another individual you may be requirec! to
provide documentation evidencing your power to sign this VIF with signing capacity stated.

Interim Financial Statements Annual Report Mark this box if you wish to

Mark this box if you would like to receive interim D Mark this box if you would NOT like to receive I::I receive a legal form of proxy D
financial statements and accompanying the Annual Report and accompanying (see Note #3 on reverse).
Management's Discussion and Analysis by mail. Management's Discussion and Analysis by mail.

If you are not mailing back your VIF, you may register online to receive the above financial report(s) by mail at www.computershare.com/mailinglist.
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Exemption Number

Computershare

600, 530-8th Avenue S.W., Calgary, AB T2P 3S8 Tel.: (403) 267-6800 Fax: (403) 267-6529

February 23, 2006

Alberta Securities Commission

British Columbia Securities Commission
Saskatchewan Financial Services Commission
The Manitoba Securities Commission

Ontario Securities Commission S 2 43
s sy z . . Dy .
L’Autorité des marchés financiers o Z
Nova Scotia Securities Commission EM 3 ey
Office of the Administrator, New Brunswick e e
Registrar of Securities, Prince Edward Island mp L -
Securities Commission of Newfoundland A EE = N
TSX 2 ¢ |
o/ O
oY =
1 S .

Dear Sirs: =

Subject: Esprit Energy Trust

We advise the following with respect to the upcoming Meeting of Shareholders for the subject
Corporation:

1. Meeting Type : Annual General
2. Security Description of Voting Issue : Trust Units

3. CUSIP Number : 296 66N 301

4. ISIN Number: : CA29666N3013
5. Record Date : March 15, 2006
6. Meeting Date : May 11, 2006
7. Meeting Location : Calgary, AB
Yours truly,

COMPUTERSHARE TRUST COMPANY OF CANADA
Agent for Esprit Energy Trust

Direct Dial No: 1-866-331-6361
Email: clientservicesmeetings@computershare.com
ce: Esprit Energy Trust

Attention: Greg Jerome

Benett Jones
Attention: Brent Kraus
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News release via Canada NewsWire, Calgary 403-269-7605 Exemption Number
. 82-34890
Attention Business Editors:
Esprit Energy Trust Announces Increased Exchangeable Share Ratio

(All amounts are in Canadian dollars, unless stated otherwise)

CALGARY, March 2 /CNW/ - Esprit Energy Trust ("Esprit" or the "Trust")
announced today that effective March 15, 2006; the Exchange Ratio in respect
of each Exchangeable Share of Esprit Exploration Ltd. will be increased from
1.19495 to 1.21016. The increase in the Exchange Ratio is calculated by
multiplying the $0.15 per unit distribution by the previous Exchange Ratio and
dividing the product by the weighted average trading price of the Trust Units
of the Trust for the five days ending on the distribution record date.

A holder of Esprit Exploration Ltd. Exchangeable Shares can exchange all
or a portion of their holdings, at any time, into Trust Units, by giving
notice to their investment advisor or by completing the reverse side of their
share certificates and submitting them to Computershare Trust Company of
Canada at Suite 710, 538-8th Avenue S.W., Calgary, AB T2P 2SB, Attention:
Corporate Actions.

Esprit is a Calgary based natural gas weighted income trust. Esprit's
operations are primarily concentrated in Alberta and are characterized by long
life, gas focused assets. Trust units and convertible debentures of Esprit are
traded on the Toronto Stock Exchange (TSX)} under the symbols "EEE.UN" and
"EEE.DB", respectively.

Certain information regarding Esprit Energy Trust including management's
assessment of future plans and operations, constitutes forward-locking
information or statements under applicable securities law and necessarily
involve assumptions regarding factors and risks that could cause actual
results to vary materially, including, without limitation, assumptions and
risks associated with oil and gas exploration, development, exploitation,
production, marketing and transportation, loss of markets, volatility of
commodity prices, currency fluctuations, imprecision of reserve estimates,
environmental risks, competition, incorrect assessment of the value of
acquisitions, failure to realize the anticipated benefits of acquisitions and
ability to access sufficient capital from internal and external sources. The
reader is cautioned that these factors and risks are difficult to predict and
that the assumptions used in the preparation of such information, although
considered reasonably accurate by Esprit at the time of preparation, may prove
to be incorrect. Accordingly, readers are cautioned that the actual results
achieved will vary from the information provided herein and the variations may
be material. Readers are also cautioned that the foregoing list of factors is
not exhaustive. Additional information on these and other factors that could
affect Esprit's operations or financial results are included in Esprit's
reports on file with Canadian securities regulatory authorities. In particular
see Esprit's MD&A and the Risk Factors and Industry Conditions sections of
Esprit's Annual Information Form. Esprit's reports may be accessed through the
SEDAR website (www.sedar.com), at Esprit's website (www.eee.ca) or by -

contacting Lisa Ciulka at Esprit Energy Trust. Consequently, there is no =& gg
representation by Esprit that actual results achieved will be the same ln«j . 20
whole or in part as those set out in the forward looking information. ;}# 32 oy
Furthermore, the forward-looking statements contained in this news release are:g £
fezomg

made as of the date of this news release, and Esprit does not undertake any rn I
obligation to update publicly or to revise any of the included forward- looklng QE
statements, whether as a result of new information, future events or o
otherwise. The forward-looking statements contained herein are expressly.
qualified by this cautionary statement.

$SEDAR: 00021286E ;3

/For further information: please visit our web site at www.eee.ca or
contact: Lisa Ciulka, Manager, Investor Relations, (403) 213-3770 or toll free
1-888-213-3713, ir(at)eee.ca/

(EEE.UN. EEE.DB.)
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News release via Canada NewsWire, Calgary 403-269-7605 Exemption Number
82-34890
Attention Business Editors:

Esprit Energy Trust Announces President and CEO Stephen Savidant to
retire.

CALGARY, March 2 /CNW/ - Stephen Savidant, President and Chief Executive
Officer of Esprit Energy Trust ("Esprit” or the "Trust") today announced that
he will step down effective with the Trust's Annual Meeting on May 11, 2006.
Esprit's Board of Trustees also announced the appointment cf Paul B. Myers,
currently Esprit's Executive Vice President and Chief Operating Officer, as
President and Chief Executive Officer. Mr. Myers' appointment will be
effective May 11, 2006 when he will also stand for election to Esprit's Board
of Trustees at the Trust's Annual Meeting.

Mr. Savidant has over 33 years of experience in the industry including
the past four years with Esprit. After retiring from the Trust, Mr. Savidant
pPlans to pursue personal and other business interests. As a2 matter of good
corporate governance, Mr. Savidant has also decided not to stand for
reelection to the Esprit Board at the Annual Meeting in May.

"The past four years at Esprit have been full of challenges,
opportunities and successes. Throughout that time, I have received tremendous
support from all of my colleagues that make up the Esprit team and from my
fellow Board members. I would like to express my great appreciation to them
for that support,” said Mr. Savidant

"The Board would like to thank Steve Savidant for his leadership and
guidance of Esprit over the past four years. Steve successfully led Esprit
through a conversion to an income trust, several value-adding acquisitions and
an overall strengthening of the Trust's asset and organizational base. The
enterprise, our unitholders and the Board are going to miss Steve's intellect,
insight and dedication,” said Michael Stewart, Esprit's Chairman of the Board.

Mr. Stewart also commented "The Board is delighted in the appointment of
Mr. Myers. Since joining Esprit in September 2005 as Chief Operating Officer,

Paul has demonstrated strong leadership skills which, together with his
technical and commercial experience, are proving to be a great asset to
Esprit."”

Prior to joining Esprit, Mr. Myers was Vice President, Alaska and Gulf of
Mexico Exploration and Producticn, for EnCana Corp. He has 20 years of
experience in the oil and gas industry. Mr. Myers started his career with
Amoco Production Co. as a processing geophysicist. Since then he has held
increasingly senior roles at Amoco, Statoil Exploration US., and PanCanadian
Petroleum Ltd. Mr. Myers has a Bachelor of Science degree in Geophysics from
Lehigh University in Pennsylvania, a Master's degree in Geology from the
University of Kansas and an Executive Master of Business Administration degree
from the University of Calgary.

"I am personally very pleased with the Board's selection of Paul Myers as
Esprit's new President and Chief Executive Officer. I have every confidence
that Paul, supported by the full team at Esprit, will be able to lead Esprit
to a successful and prosperous future," said Mr. Savidant.

Esprit is a Calgary based natural gas weighted income trust. Esprit's
operations are primarily concentrated in Alberta and are characterized by long
life, gas focused assets. Trust units and convertible debentures cf Esprit are
traded on the Toronto Stock Exchange (TSX) under the symbols "EEE.UN" and
"EEE.DB", respectively.

Certain information regarding Esprit Energy Trust including management's
assessment of future plans and operations, constitutes forward-looking
information or statements under applicable securities law and necessarily
involve assumptions regarding factors and risks that could cause actual
results to vary materially, including, without limitation, assumptions and
risks associated with oil and gas exploration, development, exploitation,
production, marketing and transportation, loss of markets, volatility of
commodity prices, currency fluctuations, imprecision of reserve estimates,
environmental risks, competition, incorrect assessment of the value of
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acquisitions, failure to realize the anticipated benefits of acquisitions and a%mb’7meb
ability to access sufficient capital from internal and external sources. The er

reader is cautioned that these factors and risks are difficult to predict and
that the assumptions used in the preparation of such information, although
considered reasonably accurate by Esprit at the time of preparation, may prove
to be incorrect. Accordingly, readers are cautioned that the actual results
achieved will vary from the information provided herein and the wvariations may
be material. Readers are also cautioned that the foregoing list of factors is
not exhaustive. Additional information on these and other factors that could
affect Esprit's operations or financial results are included in Esprit's
reports on file with Canadian securities regulatory authorities. In particular
see Esprit's MD&A and the Risk Factors and Industry Conditions sections of
Esprit's Annual Information Form. Esprit's reports may be accessed through the
SEDAR website (www.sedar.com), at Esprit's website (www.eee.ca) or by
contacting Lisa Ciulka at Esprit Energy Trust. Consequently, there is no
representation by Esprit that actual results achieved will be the same in
whole or in part as those set out in the forward looking information.
Furthermore, the forward-looking statements contained in this news release are
made as of the date of this news release, and Esprit does not undertake any
obligation to update publicly or to revise any of the included forward-looking
statements, whether as a result of new information, future events or
otherwise. The forward-looking statements contained herein are expressly
qualified by this cautionary statement.

$SEDAR: 00021286E

/For further information: please visit our web site at www.eee.ca or
contact: Lisa Ciulka, Manager, Investor Relations, (403) 213-3770 or toll free
1-888-213-3713, lciulka(at)eee.ca/

(EEE.UN. EEE.DB.)

CO: Esprit Energy Trust
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Reporting Issuer Name: Esprit E‘ﬂengy;;fl}‘n'i;g ; ey
Participation Fee for the Financial Year Ending: December 31, 2005

Complete Only One of 1, 2 or 3:

1. Class 1 Reporting Issuers (Canadian Issuers - Listed in Canada and/or the U.S.)

Market value of equity securities:

Trust Units

Total number of equity securities of a class or series outstanding at
the end of the issuer's most recent financial year 66,322,792

Simple average of the closing price of that class or series as of the
last trading day of each of the months of the financial year (under
paragraph 2.5(a)(ii)(A) or (B) of the Rule) X $11.76

Market value of class or series (rounded to nearest thousand) = $779,956,000 $779,956,000(A)

(Repeat the above calculation for each class or series of equity
securities of the reporting issuer that are listed and posted for
trading, or quoted on a marketplace in Canada or the United States
of America at the end of the financial year)

Market value of corporate debt or preferred shares of Reporting
Issuer or Subsidiary Entity referred to in Paragraph 2.5(b)(ii):

Convertible Debentures
= December 31 principal amount x December 31 Closing price

= 398,850,000 x 1.0532 $104,109,000(B)

Total Capitalization (add market value of all classes and series

of equity securities and market value of debt and preferred

shares) (A) + (B) = $884,065,000
Total fee payable in accordance with Appendix A of the Rule $35,000

Reduced fee for new Reporting Issuers (sce section 2.8 of the Rule) N/A
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Number of months remaining in financial year
Total Fee Payable X 1 = N/A
Late Fee, if
applicable N/A

(please include the calculation pursuant to section 2.9 of the Rule)

Notes and Instructions

1. This participation fee is payable by reporting issuers other than investment funds that do not have an
unregistered investment fund manager.

2. The capitalization of income trusts or investment funds that have no investment fund manager, which are
listed or posting for trading, or quoted on, a marketplace in either or both of Canada or the U.S. should be
determined with reference to the formula for Class 1 Reporting Issuers. The capitalization of any other
investment fund that has no investment fund manager should be determined with reference to the formula
for Class 2 Reporting Issuers.

3. All monetary figures should be expressed in Canadian dollars and rounded to the nearest thousand.
Closing market prices for securities of Class 1 and Class 3 Reporting Issuers should be converted to
Canadian dollars at the daily noon exchange rate in effect at the end of the issuer's last financial year, if
applicable.

4. A reporting issuer shall pay the appropriate participation fee no later than the date on which it is required
to file its annual financial statements.

5. The number of listed securities and published market closing prices of such listed securities of a
reporting issuer may be based upon the information made available by a marketplace upon which securities
of the reporting issuer trade, unless the issuer has knowledge that such information is inaccurate and the
issuer has knowledge of the correct information.

6. Where the securities of a class or series of a Class 1 Reporting Issuer have traded on more than one
marketplace in Canada, the published closing market prices shall be those on the marketplace upon which
the highest volume of the class or series of securities were traded in that financial year. If none of the class
or series of securities were traded on a marketplace in Canada, reference should be made to the marketplace
in the United States on which the highest volume of that class or series were traded.

7. Where the securities of a class or series of securities of a Class 3 Reporting Issuer are listed on more than
one exchange, the published closing market prices shall be those on the marketplace on which the highest
volume of the class or series of securities were traded in the relevant financial year.
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Management has prepared the consolidated financial statements in accordiﬁé"with account-
ing principles generally accepted in Canada. [f alternative accounting methods exist, manage-
ment has chosen those it deems most appropriate in the circumstances. Financial statements
are not precise since they include certain amounts based on estimates and judgments.
Management has ensured that the consolidated financial statements are presented fairly in all
material respects. Management has also prepared the financial information presented else-
where in the annual report and ensured that it is consistent with information in the consoli-
dated financial statements.

Esprit Energy Trust maintains internal accounting and administrative controls designed to
provide reasonable assurance that the financial information is relevant, reliable and accurate
and that assets are appropriately accounted for and adequately safeguarded.

The Board of Trustees is responsible for reviewing and approving the consolidated finan-
cial statements and Management’s Discussion and Analysis and, primarily through its Audit
Committee, ensures that management fulfills its responsibilities for financial reporting.

The Audit Committee is appointed by the Board and is composed of Trustees who are
not employees of the Trust. The Audit Committee of Trustees meets regularly with manage-
ment and with the external auditors to discuss internal controls and reporting issues and to
satisfy itself that each party is properly discharging its responsibilities. It reviews the consoli-
dated financial statements and the external auditors’ report. The Audit Committee also con-
siders, for review by the Board and approval by the unitholders, the engagement or reap-
pointment of external auditors.

KPMG LLP, the external auditors, have audited the consolidated financial statements in
accordance with the auditing standards generally accepted in Canada on behalf of the share-
hoiders. KPMG LLP have full and free access to the Audit Committee.

Stephen ). Savidant Stephen B. Soules
President and Chief Executive Officer Executive Vice President and Chief Financial Officer
February 14, 2006 February 14,2006
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TO THE UNITHOLDERS OF ESPRIT ENERGY TRUST

We have audited the consolidated balance sheets of Esprit Energy Trust as at December 31,
2005 and 2004 and the consolidated statements of earnings and retained earnings (deﬁcit)
and cash flows for the years then ended. These consolidated financial statements are the
responsibility of the Trust’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing stan-
dards. Those standards require that we plan and perform an audit to obtain reasonable assur-
ance whether the consolidated financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the consolidated financial statements. An audit also includes assessing the accounting princi-
ples used and significant estimates made by management, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material
respects, the financial position of the Trust as at December 31, 2005 and 2004 and the results
of its operations and its cash flows for the years then ended in accordance with Canadian gen-
erally accepted accounting principles.

Ko s

Chartered Accountants
Calgary, Canada
February 14,2006

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT
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CONSOLIDATED BALANCE SHEETS F;_I'I
December 31, December 31, D
(Stated in thousands of dollars) 2005 2004 11
(restated Note 3) 7
ASSETS j>
Current assets Z
Accounts receivable $ 43,433 $ 22,973 n
Prepaid expenses 7,684 2,773 -—-
51,17 25,746 >
Property, plant and equipment, net (Note 7) 763,191 359,662 =
Goodwill (Note 4) 147,622 - 1%
Deferred financing charges, net 3,933 - ;
$ 965,863 $ 385,408 -]
m
LIABILITIES <
Current liabilities m
Accounts payable and accrued liabilities $ 61,954 $ 36,264 Z
Unitholder distributions payable 9,948 5,620 '—l
71,902 41884 U
Bank loans (Note 8) 144,239 86,875
Convertible debentures (Note 9) 93,866 -
Asset retirement obligations (Note 10) 24,059 11,006
Future income taxes (Note |4) 113,982 19,356
448,048 159,121
Non-controlling interest (Note 12) 6,280 15,731
UNITHOLDERS EQUITY
Unitholders’ capital (Note 1 1) 617,862 298,726
Equity component of convertible debentures (Note 9) 2,090 -
Contributed surplus 2,638 -
Accumulated cash distributions (Note 6) (114,125) (16,788)
Retained earnings (deficit) 3,070 (71,382)
Total unitholders’ equity 511,535 210,556
$ 965,863 $ 385,408

Commitments (Note 15)

See accompanying notes to consolidated financial statements.

D. Michael G. Stewart W. Mark Schweitzer /-‘
Trustee Trustee
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CONSOLIDATED STATEMENTS OF EARNINGS AND

RETAINED EARNINGS (DEFICIT)

For the Year Ended December 31,

(Stated in thousands of dollars, except per unit amounts) 2005 2004
Revenue
Qil and gas 287,834 184,649
Royalties (67,645) (44.549)
220,189 140,100
Expenses
Operating 47,149 35,092
Depletion, depreciation and amortization 74,784 44,877
General and administrative 8,052 5014
Interest and financing 8,340 3,233
Accretion of asset retirement obligation (Note 10) 1,198 902
Unit-based compensation (Note | |b) 2,638 1,835
Plan of Arrangement and other 849 8,497
143,010 99,450
Earnings before income taxes and non-controlling interest 77,179 40,650
Income taxes (Note 4)
Current 1,121 772
Future (822) 11,085
299 11,857
Earnings before non-controlling interest 76,880 28,793
Non-controlling interest (Note 12) 2,428 694
Net earnings for the year ' 74,452 28,099
Deficit, beginning of year (71,382) (99.481)
Retained earnings (deficit), end of year 3,070 (71,382)
Net earnings per unit
Basic 1.31 0.70
Dituted .28 0.68

See accompanying notes to consolidated financial statements.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT
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CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Year Ended December 31,
(Stated in thousands of dollars, except for per unit amounts) 2005 2004
OPERATIONS
Net earnings for the year $ 74,452 $ 28,099
Items not involving cash
Depletion, depreciation and amortization 74,784 44,877
Unit-based compensation 2,638 1,624
Accretion of asset retirement obligation 1,198 902
Accretion of convertible debentures 172 -
Amortization of deferred financing charges 522 -
Future income taxes (822) 11,085
Non-controlling interest 2428 694
Asset retirement expenditures (1,118 (504)
154,254 86,777
Changes in non-cash working capital from operations (3,076) 8,762
151,178 95,539
FINANCING
Distributions (97,336) (16,788)
Change in unitholder distributions payable 4,328 5,620
Increase in bank loans 32,277 16,556
Issuance of convertible debentures, net of issue costs 95,545 -
Plan of arrangement costs and other (341) (10,507)
Issuance of shares on exercise of stock options - 19,115
Payment of $0.22 per share on Plan of Arrangement - (36,091)
Debt assumed by ProspEx - 10,655
34,473 (11,440)
INVESTMENTS
Exploration and development expenditures {79,383) (122,419)
Property dispositions 278 37,644
Office equipment (623) (153)
Corporate acquisitions (Note 4) (107,205) -
Other 24 207
(186,909) (84,721)
Changes in non-cash working capital 1,258 622
(185,651) (84,099)
Change in cash - -
Cash, beginning of year - -
Cash, end of year $ - $ -
Supplementary cash flow information
Cash taxes paid $ 902 3 1,035
Interest paid $ 7,756 $ 3,149

See accompanying notes to consclidated financial statements.
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I. BASIS OF PRESENTATION

Esprit Energy Trust (the “Trust”) was established on October I, 2004 pursuant to a Plan of
Arrangement (the “Arrangement”) involving the Trust, Esprit Exploration Ltd. (the “Company”)
and ProspEx Resources Ltd. (“ProspEx™). Under the Arrangement, the Company transferred
certain producing and exploratory oil and gas assets to ProspEx and each Esprit Exploration
Ltd. shareholder received 0.25 of either a Class A Trust Unit, Class B Trust Unit or an
exchangeable share of the Company, depending on residency and elections; 0.20 of a ProspEx
common share; and a payment of $0.22 per share.

Pursuant to the terms of an agreement (the “NPI Agreement”), the Trust is entitled to a
payment from the Company each month equal to the amount by which 99 percent of the gross
proceeds from the sale of production exceed 99 percent of certain deductible expenditures
(as defined). Under the terms of the NPl Agreement, deductible expenditures may include
amounts, determined on a discretionary basis, to fund capital expenditures, to repay third party
debt and to provide for working capital required to carry out the operations of the Company.
The Trustee may declare payable to the Trust Unitholders all or any part of the net income of
the Trust earned from interest income on the notes and from the income generated under the
NPl Agreement, and from any dividends paid on the common shares of the Company, less any
expenses of the Trust (including interest on the convertible debentures).

The consolidated financial statements, prior to the Arrangement, include the Company
and its subsidiaries. Upon completion of the Arrangement, the consolidated financial state-
ments have been prepared on a continuity of interests basis with the Trust as the successor to
the Company.

The 2005 consolidated financial statements reflect the results of the Trust and its sub-
sidiaries. The comparative figures for 2004 reflect the results of operations and cash flows of
the Company and its subsidiaries for the period from January |, 2004 to September 30, 2004
and the results of operations of the Trust and its subsidiaries for the period from October 1,
2004 to December 31,2004. Due to the conversion into a trust, certain information included
in the consolidated financial statements for prior periods may not be comparable. The term
“units” has been used to identify trust units issued on or after October 1, 2004 as well as the
common shares outstanding prior to the conversion on October 1,2004.

2. SIGNIFICANT ACCOUNTING POLICIES

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses dur-
ing the reported period. Actual results may differ from these estimates.

{A) CONSOLIDATION The consolidated financial statements include the accounts of the
Trust and its subsidiaries. A substantial portion of the oil and gas activities are conducted joint-
ly with others and the consolidated financial statements reflect only the Trust’s proportionate
interest in such activities.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT
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{B) CAPITAL ASSETS The Trust follows the full cost method of accounting for exploration
and development expenditures whereby all costs relating to the acquisition of, exploration for
and development of oil and gas reserves are capitalized. Such costs include lease acquisition,
geological and geophysical, lease rentals on undeveloped properties, drilling both productive
and non-productive wells, production equipment and overhead charges directly related to
acquisition, exploration and development activities. Proceeds received from disposals of prop-
erties and equipment are credited against capitalized costs unless the disposal would alter the
rate of depletion and depreciation by more than 20 percent, in which case a gain or loss on
disposal is recorded.

All costs of acquisition, exploration and development of cil and gas reserves, associated
tangible plant and equipment costs, and estimated costs of future development of proved
undeveloped reserves are depleted and depreciated by the unit of production method based
on estimated proved reserves before royalties as determined by independent engineers. QOil
and gas reserves are converted to equivalent units using their relative energy content. Costs
of unproved properties are excluded from costs subject to depletion until it is determined
whether or not proved reserves are attributable to the properties or impairment has
occurred.

Qil and gas assets are evaluated in each reporting period to determine that the costs are
recoverable and do not exceed the fair value of the properties. The costs are assessed to be
recoverable if the sum of the undiscounted cash flow expected from the production of proved
reserves and the lower of cost and market of unproved properties exceed the carrying value
of the oil and gas assets. If the carrying value of the oil and gas assets is not assessed to be
recoverable, an impairment loss is recognized to the extent that the carrying value exceeds
the sum of the discounted cash flows expected from the production of proved and probable
reserves and the lower of cost and market of unproved properties. The cash flow is estimat-
ed using future product prices and costs and is discounted using the risk-free rate.

Amortization of capital assets not related to oil and gas assets is calculated using the
declining balance method at rates ranging from 20 to 50 percent per annum. Leasehold
improvements are amortized using the straight-line method over the terms of the respective
leases.

SLNIWILVLS TVIDODNVNI4 G3ILVYAITOSNOD OL S3IL1ON

(C) GOODWILL The Trust records goodwill relating to a corporate acquisition when the
total purchase price exceeds the fair value for accounting purposes of the net identifiable
assets and liabilities of the acquired company. The goodwill balance is assessed for impairment
annually at year-end or as events occur that could result in an impairment. Impairment is rec-
ognized based on the fair value of the Trust compared to the book value of the Trust. If the fair
value is less than the book value, impairment is measured by allocating the fair value of the
consolidated Trust to the identifiable assets and liabilities as if the Trust had been acquired in
a business combination for a purchase price equal to its fair value. The excess of the fair value
of the consolidated Trust over the amounts assigned to the identifiable assets and liabilities is
the fair value of the goodwill. Any excess of the book value of the goodwill over this implied
fair value of goodwill is the impairment amount. Impairment is charged to earnings in the peri-
od in which it occurs. Goodwill is stated at cost less impairment and is not amortized.
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(D) REVENUE RECOGNITION Revenue associated with sale of crude oil, natural gas and
natural gas liquids is recognized when title passes to the purchaser, normally at the pipeline
delivery point for natural gas and at the wellhead for crude oil.

(E) ASSET RETIREMENT OBLIGATION The Company records the fair value of legal obli-
gations associated with the retirement of long-lived tangible assets, such as producing well sites
and natural gas processing plants, in the period in which they are incurred and a correspon-
ding increase in the carrying amount of the related long-lived asset. The liability accretes until
the Company expects to settle the retirement obligation. The asset retirement costs are
depleted using the unit of production method.Actual costs to retire tangible assets are deduct-
ed from the liability as incurred.

(F) INCOME TAXES The Trust is a taxable entity under the Income Tax Act (Canada) (the
“Act”) and is taxable only on taxable income that is not distributed or distributable to the
unitholders. As the Trust distributes ali of its taxable income to the unitholders, it is not liable
for income tax and therefore no provision for income taxes has been made in the Trust.

The Company follows the liability method of accounting for future income taxes. Under
this method, future income tax assets and liabilities are determined based on differences
between the amounts reported in the financial statements and the tax basis of the assets and
liabilities, and are measured using the currently enacted, or substantively enacted, tax rates and
laws expected to apply when these differences reverse. A valuation allowance is recorded
against any future income tax asset if it is more likely than not that the asset will not be
realized.

(G) UNIT-BASED COMPENSATION Stock options granted on or after January |, 2003
were accounted for based on the fair value method. The fair value was measured at the grant
date and charged to earnings over the vesting period. Consideration paid on exercise of
options is credited to share capital. As part of the Arrangement, all stock options were exer-
cised or cancelled in 2004 resulting in a charge to earnings in 2004 for all amounts not previ-
ously expensed. '

The Trust’s Performance Unit Incentive Plan is described in Note 11 (b). Units granted
under the plan are accounted for using the fair value method.The fair value is measured at the
grant date and charged to earnings over the vesting period with a corresponding increase in
contributed surplus. '

(H) FOREIGN CURRENCY Monetary assets and liabilities denominated in foreign curren-
cies are translated into Canadian dollars at the exchange rates in effect at the balance sheet
date. Revenue and expenses are translated at the monthly average exchange rate. Translation
gains or losses are included in earnings in the year incurred.

() FINANCIAL INSTRUMENTS The Company uses certain derivative financial instru-
ments to manage its commodity price, foreign currency and interest rate exposures. These
financial instruments are entered into solely for hedging purposes and are not used for trad-
ing or other speculative purposes. These instruments are not recognized in the financial state-
ments on inception. Gains or losses arising from financial instruments on commodity prices
and foreign currency are recognized as adjustments to the related revenue accounts when the
gain or loss is realized.
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3. CHANGES IN ACCOUNTING POLICIES

{A) EXCHANGEABLE SECURITIES — NON-CONTROLLING INTEREST In 2004, the
Trust adopted the classification provisions of EIC 151 “Exchangeable Securities Issued by
Subsidiaries of Income Trusts”. The exchangeable shares of the Company are presented as a
non-controlling interest on the consolidated balance sheet as they fail to meet the non-trans-
ferability criteria necessary in order for classification as equity. Holders of exchangeable shares
do not receive distributable cash from the Trust. Rather, on each distribution payment date, the
number of trust units into which one exchangeable share is exchangeable is increased on a
cumulative basis in respect of the distribution.A non-controlling interest charge has been made
to net earnings equivalent to the non-controlling interests’ proportionate share of the Trust'’s
consolidated net earnings with a corresponding increase to the non-controlling interest on the
balance sheet.

In accordance with the transitional provisions of the revised abstract, at June 30,2005, the
Trust retroactively adopted step acquisition accounting for exchangeable share redemptions.
Each redemption of exchangeable shares is treated as a step acquisition requiring the
exchangeable shares to be transferred to equity at the market value of the units then issued.
At June 30, 2005 the retroactive application for all exchangeable shares which had been con-
verted to date resulted in an increase in property plant and equipment of $2.8 million ($1.9
million at December 31, 2004}, an increase in unitholders’ capital of $1.9 million ($1.2 million
at December 31, 2004) and an increase in future income taxes of $0.9 million (2004 - $0.6
million). The retroactive application of step acquisition accounting for the redemptions had no
significant impact on current or prior period earnings and accordingly, the adjustment as a
result of the changes has been recorded in the current period. Cash flow was not impacted by
the change.

(B) HEDGING RELATIONSHIPS In 2004, the Trust prospectively adopted Accounting
Guideline No. I3 as issued by the Canadian Institute of Chartered Accountants. This guideline
addresses the conditions necessary for a transaction to qualify for hedge accounting, the for-
mal documentation required to enable the use of hedge accounting and the requirements to
assess the effectiveness of hedging relationships. Also during 2004, an amended pronounce-
ment of the Emerging Issues Committee of the Canadian Institute of Chartered Accountants
became effective, requiring financial instruments that are not designated as hedges to be
recorded at fair value on the balance sheet, with changes in fair value recognized in earnings.
To date, the only derivative financial instruments used by the Trust are commodity price con-
tracts which are designated as hedges by the Trust. The adoption of this guideline did not have
a material impact on the Trust’s financial position or results of operations.
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4. ACQUISITIONS

On April 29, 2005, the Trust acquired all of the issued and outstanding shares of Resolute
Energy Inc. (*Resolute™) on the basis of 0.338 units of the Trust for each Resolute share result-
ing in the issuance of 24.1 million trust units. Total consideration, including the value of the
units issued, transaction costs and distributions to former Resolute shareholders, was $308.3
million. The Resolute acquisition was accounted for using the purchase method of accounting
with the results of operations being included from the date of the acquisition.

On August 9, 2005, the Trust acquired all of the issued and outstanding shares of two pri-
vate oil and gas companies (Markedon Energy Ltd. (“Markedon”) and Monroe Energy Inc.
(“Monroe”)) for consideration of $100.2 million. The acquisitions were accounted for using the
purchase method of accounting with the results of operations being included from the date of
the acquisitions.

The table below summarizes the allocation of the purchase prices to the net assets of the
acquisitions:

($ thousands) Resclute  Markedon Monroe Total
Fair value of trust units issued 301,332 - - 301,332
April distribution on trust units

issued to former Resolute shareholders 3,371 - - 3,371
Cash - 70,243 28,210 98,453
Transaction costs 3,629 1,340 412 5.381
Total cost of acquisitions 308,332 71,583 28,622 408,537

Allocated as follows:
Net working capital,

including $13.3 million of cash 10,878 (1,845) (254) 8,779
Debt assumed (36,000) - - (36,000}
Asset retirement obligation (11,33%9) (853) (48) (12,240)
Future income taxes (65.112) (20,597) (8,701) (94.410)
Goodwill 118,019 20,293 9,310 147,622
Property, plant and equipment 291.886 74,585 28,315 394.786
Total cost of acquisitions 308,332 71,583 28,622 408,537

The above amounts are estimates made by management based on currently available
information. Amendments may be made to the purchase allocations as the cost estimates and
tax balances are finalized.
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5. TRANSFER OF NET ASSETS TO PROSPEX

Pursuant to the Arrangement, certain undeveloped land, seismic, producing oil and gas assets
and liabilities were transferred to ProspEx on October |, 2004. At the time of the transfer,
ProspEx and the Trust were related parties. The assets and liabilities were transferred at the
following net book values:

($ thousands)

Property, plant and equipment 38,843
Future tax asset 8,353
Long-term debt (10,655)
Asset retirement obligation (3,492)
Net assets transferred 33,049

In addition to the net assets transferred, $70 million of tax pools were transferred to
ProspEx.

As part of the Arrangement, the Company incurred $8.5 million in payments to employ-
ees and officers, including termination, retention and transaction bonus payments. These costs
have been reflected as a Plan of Arrangement expense in the statement of earnings. All other
direct costs of the restructuring in the amount of $10.6 million were charged to unitholders’
capital.

In conjunction with the Arrangement, the Trust and ProspEx entered into an administrative
and technical services agreement pursuant to which the Trust provided certain administrative and
technical services to ProspEx until March 31, 2005.

6. RECONCILIATION OF DISTRIBUTIONS

($ thousands except per unit amounts) 2005 2004
Cash distributions during the period 97,337 16,788
Accumulated cash distributions, beginning of period 16,788 -
Accumulated cash distributions, end of period 114,125 16,788
Cash distributions per unit™® 171 042
Accumulated cash distributions per unit, beginning of peried 0.42 -
Accumulated cash distributions per unit, end of period 2.13 0.42

U Represents the sum of the distributions declared on each trust unit during the year.

7. PROPERTY, PLANT AND EQUIPMENT

($ thousands) 2005 2004
Oil and gas properties 1,123,915 646,224
Other capital assets 5,581 4,959

1,129,496 651,183
Less accumulated depletion, depreciation and amortization (366,305) (291,521)
Total capital assets, net 763,191 359,662
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At December 31,2005, oil and gas assets included $23.0 million (2004 — $7.0 million) relating
to unproved properties which have been excluded from the depletion calculation. Future
development costs related to proved undeveloped reserves of $81.3 million (2004 - $59.9 mil-
lion) are included in the depletion calculation.

in 2005, the Trust capitalized $3.4 million (2004 — $3.7 million) of overhead directly
related to acquisition, exploration and development activities.

In 2004, the Company sold to an unrelated third party certain coalbed methane and
shaflow gas properties for cash consideration of $37.7 million.

At December 31, 2005, the Trust applied a ceiling test to its oil and gas assets using
expected future market prices of:

2006 2007 2008 2009 2010 Thereafter
Natural gas ($ per thousand cubic feet)? 10.14 996 995 8.39 786  +2.0%!yr
Natural gas liquids ($ per barrel)” 60.10 60.57 58.56 56.33 S50 +2.0%l/yr
Crude oil ($ per barrel)® 66.55 67.07 64.84 62.37 61.02  +2.0%/yr

(')Weighted average plantgate price
@ Weighted average wellhead price

A ceiling test surplus existed at December 31,2005 and 2004.

8. BANK LOANS

The Trust executed an amended and restated credit agreement August 2005, which increased the
Trust’s credit facility by $30 million to $280 million (2004 — $150 million). The credit agreement
provides for an extendible revolving term and is secured by a $500 million (2004 — $250 millicn)
demand debenture and a first floating charge on all petroleum and natural gas assets of the Trust.
The interest rate paid on the utilized portion of the facility for the year ended December 31,2005
was approximately 3.5 percent (2004 — 3.4 percent).The facility is fully revolving until May 31,2006
and may be extended at the mutual agreement of the Trust and its lenders for an additional year.
If the credit facility is not extended, a balloon payment is required on June |,2007.

The Trust has no debt denominated in a foreign currency.

9. CONVERTIBLE DEBENTURES

On July 28, 2005, the Trust issued $100 million principal amount of 6.5 percent convertible
extendible unsecured subordinated debentures for net proceeds of $96 million. The
Debentures bear interest from the date of issue, which is paid semi-annually in arrears on June
30 and December 31 of each year. The Debentures are convertible at the option of the hold-
er at any time into fully paid trust units at a conversion price of $13.85 per unit. The
Debentures mature on December 31, 2010. After December 31, 2008, the Trust may elect to
redeem all or a portion of the outstanding debentures at a price of $1,050 per debenture or
$1,025 per debenture after December 31, 2009. At December 31, 2005, the principal amount
outstanding on the Debentures is $95.9 million.
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The Debentures have been classified as debt, net of the fair value of the conversion feature
at the date of issue, which has been classified as part of unitholders’ equity. The fair value of the
conversion feature was calculated using an option pricing model. The debt portion will accrete up
to the principal balance over the term of the Debentures. Issue costs have been classified as
deferred financing charges and are being amortized over the term of the Debentures. The accre-
tion of the debt portion, amortization of issue costs and the interest paid are expensed within
“Interest and financing” in the consolidated statement of earnings. If Debentures are converted
into units, that portion of the value of the conversion feature within unitholders’ equity will be
reclassified to trust units along with the principal amount converted.

The following table sets forth a reconciliation of the Debenture activity:
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Debt Equity
($ thousands) Portion Portion Total
July 28,2005 Issuance 97,820 2,180 100,000
Accretion 171 - 171
Conversion to trust units (4,125) (90) (4.215)
Balance, December 31, 2005 93,866 2,090 95,956

10. ASSET RETIREMENT OBLIGATION

The Trust has recorded the fair value of legal obligations associated with the retirement of all
of its long-lived tangible assets, including its producing well sites and natural gas processing
plants. The estimation of these costs is based on engineering estimates using current costs and
technology and in accordance with current legislation and industry practice.

($ thousands) 2005 2004
Balance, beginning of year 11,006 13,489
Transfer to ProspEx - (3,492)
Increase in liability from acquisitions 12,240 -
Liabilities incurred 875 611

Liabilities settled (1,118) (504)
Accretion expense 1,198 902
Revisions in estimated cash flows (142) -
Balance, end of year 24,059 11,006

The Trust used a credit adjusted, risk-free annual discount of seven percent and an
inflation rate of two percent per annum to calculate the present value of the obligations.
Undiscounted expenditures of $86.8 million are expected to be made over the next 45 years.
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11, UNITHOLDERS CAPITAL AND EXCHANGEABLE SHARES

Effective june 30,2005, the Trust eliminated its dual trust unit structure. All trust units have the
same rights to vote, receive distributions and participate in the assets of the Trust upon any
wind-up or dissolution. There are no residency restrictions on the trust units. Prior to this, the
capital structure of the Trust consisted of Class A trust units and Class B trust units. The Class
A and Class B trust units had the same rights to vote, receive distributions and participate in
the assets of the Trust upon any wind-up or dissolution. Class A trust units had no residency
restrictions whereas the Class B trust units could only be held by Canadian residents.

{A) 1SSUED AND OUTSTANDING A summary of unitholders’ capital for the years ended
December 31,2005 and 2004 is as follows:

Number Amount

(thousands) (% thousands)

Balance at December 31, 2004 40,183 298,726

Plan of Arrangement and trust unit issuance costs - (338)
Fair vaiue of trust units issued on acquisition of Resolute 24,078 301,332
Units issued on conversion of exchangeable shares 1,797 12,521
Step purchase on exchangeable shares - 1,406
Units issued on conversion of 6.5% convertible debentures 300 4,215
Total trust units as at December 31, 2005 66,358 617,862

{B) TRUST PERFORMANCE UNIT INCENTIVE PLAN AND STOCK OPTIONS In
accordance with the Arrangement, all outstanding stock options of the Company vested upon
the completion of the Arrangement. $1.0 million, being the unexpensed portion of the fair
value of the outstanding options, was expensed in the third quarter of 2004. In accordance
with the Arrangement, the options outstanding at September 30, 2004 were converted into
options to acquire Class B trust units and options to acquire common shares of ProspEx. Ali
options were exercised within 30 days of the closing of the Arrangement. The continuity of the
option plan is as follows:

2005 2004
Performance Weighted Average
Units Options Exercise Price
(thousands) (thousands) ($/unit)
Outstanding at beginning of year - 11,079 263
Granted 527 40 281
Exercised - (3.510) 235
Cancelled (62) (1,609) 4.15
Qutstanding at end of year 465 - -
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The Trust has implemented a Performance Unit Incentive Plan (the “Plan”). Under the
Plan, the Trustees may grant up to 5 percent of the number of units outstanding (including trust
units issuable upon the exchange of exchangeable shares) from time to time to Trustees, offi-
cers, employees of, or providers of services to the Trust. Performance units will vest over a
period of one to three years and result in the issuance of trust units (the actual number of
units is determined by a performance factor). The performance factor is established based on
the Trust’s performance relative to its peers.

As at December 31, 2005, 464,651 (2004 — Nil) performance units were issued and out-
standing. The fair value of performance units is estimated at the time they are granted and
expensed over the vesting period. During the fourth quarter of 2005, the performance factor
assumption on performance units vesting on January |, 2006 was reduced from 1.0 to 0.25.
For 2005, unit-based compensation expense of $2.7 million (2004 — $1.8 million) was record-
ed in the statement of earnings with a corresponding increase to contributed surplus.The con-
tributed surplus balance is transferred to unitholders’ equity when the units are ultimately
issued.
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{C) PER UNIT AMOUNTS Basic per unit amounts are calculated using the weighted aver-
age number of units cutstanding during the period. Diluted per unit amounts include the dilu-
tive effect of convertible debentures and exchangeable shares using the “if-converted” method.
The dilutive effect of performance units is including using the fair value method and the dilu-
tive effect of stock options is included using the treasury stock method. An adjustment to the
numerator of earnings per share amount was required in the diluted calculation to provide for
the earnings ($2.4 million) attributable to the non-controlling interest and the interest on the
convertible debentures ($2.7 million). The following table summarizes the trust units used in
calculating net earnings per unit.

Basic per unit amounts are calculated using the weighted average number of units out-
standing during the period. Diluted per share amounts are calculated based on the treasury
stock method, which assumes that any proceeds obtained on the exercise of stock options
would be used to purchase trust units at the average price during the period. The weighted
average number of units outstanding is then adjusted by this amount.The following table sum-
marizes the trust units used in calculating net income per unit.

{thousands) 2005 2004
Weighted average number of units outstanding — basic 56,869 40,023
Effect of performance units 310 469
Trust units issuable on conversion of exchangeable shares 1,772 558
Trust units issuable on conversion of debentures 3,016 -
Weighted average number of units outstanding — diluted 61,967 41,050
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12. NON-CONTROLLING INTEREST
Upon Esprit’s conversion to a Trust on October [, 2004, Canadian residents were issued
exchangeable shares of a subsidiary, rather than trust units, if they so elected. Exchangeable
shares of the subsidiary are exchangeable at any time, based on the exchange ratio, into trust
units at the option of the holder.The exchange ratio is increased monthly based on the cash dis-
tributions paid and the volume-weighted average market trading price over the five days end-
ing on the distribution record date. Cash distributions are not paid on exchangeable shares.
Exchangeable shares are classified as non-controlling interest on the balance sheet and their
portion of net earnings is reflected as non-controlling interest on the statement of earnings.
On October I, 2007, the Trust will issue trust units in exchange for all remaining out-
standing exchangeable shares based on the then applicable exchange ratio.The following table
summarizes the exchangeable shares exchanged for trust units during the year ended
December 31, 2005:

Number of Shares Amount
Exchangeable shares (thousands) ($ thousands)
Issued on October 1, 2004 2,443 18,066
Exchanged for trust units (395) (3,029)
Non-controlling interest in net earnings - 694
Balance, December 31, 2004 2,048 15,731
Exchanged for trust units (1,581) (11.879)
Non-controlling interest in net income - 2,428
Balance, December 31, 2005 ‘ 467 6,280
Exchange ratio, December 31, 2005 1.16760
Trust units issuable upon conversion 545

The exchangeable shares of the subsidiary are accounted for in accordance with EIC 151
“Exchangeable Securities Issued by Subsidiaries of Income Trusts”. The exchangeable shares are
presented as a non-controlling interest because they fail to meet the non-transferability crite-
ria necessary in order for them to be classified as equity. Holders of exchangeable shares do
not receive distributable cash from the Trust. Rather, on each distribution payment date, the
number of trust units into which each exchangeable share is exchangeable is increased on a
cumulative basis in respect of the distribution.A non-controlling interest charge has been made
to net earnings equivalent to the exchangeable shareholders’ proportionate share of the
Trust's consolidated net income with a corresponding increase to the non-controlling interest
on the balance sheet.
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13. FINANCIAL INSTRUMENTS
The Trust enters into commodity price derivative contracts to reduce the impact of volatile
commodity prices. The following contracts were in place December 31, 2005:
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Notional

Velumes Physical/ Price
Natural Gas Contracts {G)/d) Financial Term (3/G))
AECO Fixed Price 20,000 Financial Nov. 1, 2005 — Mar. 31, 2006 9.76
AECO Fixed Price 2,500 Physical Nov. |, 2005 - Mar. 31,2005 9.00
AECO Collar 2,500 Financial Nov. |, 2005 — Mar. 31, 2006 7.00-9.00
AECO Collar 2,500 Financial Nov. |, 2005 — Mar. 31, 2006 7.00-9.50
AECO Collar 2,500 Financial Novw. 1, 2005 — Mar. 31, 2006 7.50-10.00
AECO Collar 2,500 Financial Nov. [, 2005 — Mar. 31, 2006 7.50-10.50
AECO Collar 2,500 Financial Nov. |, 2005 — Mar. 31, 2006 7.50-11.00
AECO Collar 2,500 Financial Nov. 1, 2005 — Mar. 31, 2006 7.50-12.45
AECO Collar 2,500 Financial Nov. I, 2005 — Mar. 31, 2006 8.00-14.00
AECO Collar 2,500 Financial Nov. I, 2005 - Mar. 31, 2006 8.00-15.20
AECO Collar 2,500 Financial Nov. |, 2005 - Mar. 31, 2006 9.00-16.70
AECO Fixed Price 17,500 Physicai Jan. 1, 2006 — fan. 31, 2006 12.3075
AECQ Fixed Price 7,500 Physical Feb. |, 2006 — Feb. 28, 2006 15.18
AECO Collar 2,500 Financial Apr. |, 2006 — Oct. 31,2006 7.50-10.10
AECO Collar 2,500 Financial Apr. 1,2006 — Oct. 31, 2006 8.00-10.25
AECO Fixed Price 12,500 Financial Apr. 1,2006 — Oct. 31,2006 887
AECO Fixed Price 2,500 Physical Apr. |,2006 — Oct. 31, 2006 9.05
AECOQ Collar 2,500 Financial Apr. |, 2006 — Oct. 31,2006 9.50—13.00

Notional

Volumes Price
Crude Contracts (Bbl/d) Type Term (Cdn. $/bbi)
WTI Nymex Fixed Price 650 Financial Nov. i, 2005 — Oct. 31, 2008 71.50

As at December 31, 2005, the Trust would have realized a loss of approximately $6.0
million (2004 — gain of $4.3 million) were all commodity hedging contracts closed out.

The carrying value of accounts receivable, deposits and accounts payable and accrued lia-
bilities and distributions payable approximate their fair value due to their demand nature or
relatively short periods to maturity. The fair value of the bank loan approximates its carrying
value as it bears interest at a floating rate. The fair value of the convertible debentures is
approximately $105.3 million.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT 87




SINIWILVLS IVIONVNIL4 dILVAITOSNOD Ol S3ILON

88

A substantial portion of the Trust’s accounts receivable are with customers and joint ven-
ture partners in the oil and gas industry and are subject to normal industry credit risks. The
Trust has no significant concentration of credit risk. Purchasers of oil, gas and natural gas lig-
uids are subject to an internal credit review to minimize the risk of non-payment. Commodity
price derivative contracts are with counterparties that have investment grade credit ratings
thereby mitigating credit risk.

The Trust is exposed to foreign currency fluctuations as oil prices received are referenced
to US dollar denominated prices and natural gas and natural gas liquids prices are influenced
by US dollar denominated markets.

The Trust is exposed to a floating rate of interest on all of its bank loans.

The Trust has no instruments in place at December 31,2005 (2004 — Nil) to manage the
foreign currency and interest rate exposures.

4. FUTURE INCOME TAXES

The provision for future income taxes differs from the amount computed by applying the com-
bined statutory Canadian Federal and Provincial tax rates to earnings before taxes. The reasons
for these differences are as follows:

($ thousands except where noted) 2005 2004
Earnings before income taxes and non-controlling interest 77,179 40,650
Rate 37.62% 38.62%
Computed expected provision for future income taxes 29,035 15,699
Increase {(decrease) in taxes resuiting from:
Non-deductible Crown payments, net of ARTC 11,384 8,824
Resource allowance (14,122) (8,429)
Net income of the Trust and other (28,019) (5,902)
Non-deductible unit-based compensation 993 627
Effect of change in tax rate (93) 251
Valuation allowance ‘ - 15
(822) 11,085
Capital taxes 1,121 772
Income tax expense 299 11,857

The components of the future income tax asset at December 31, 2005 and 2004 are as foliows:

(8 thousands) ) 2005 2004
Tax assets:
Loss carryforwards and other 7,581 55,381
Asset retirement obligation 8,089 3,700
Share issue costs 231 333
15,901 59,414
Tax liabilities:
Capital assets 126,338 75,225
(110,437) (15.811)
Valuation allowance (3,545) (3,545)
Future tax (liability) asset (113,982) (19.356)

The Trust meets criteria qualifying it for income tax treatment permitting a tax deduction for
distributions paid to the unit holders in addition to other deductions available in the Trust. A¢
December 31,2005, the book amounts of the Trust’s assets and liabilities exceed the tax basis
by $3.2 million.
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5. COMMITMENTS
The Company has committed to certain payments over the next five years as follows:

($ thousands) 2006 2007 2008 2009 2010
Bank loan" - 144316 - - -
Convertible debentures® - - - - 95,850
Pipeline
transportation 2,090 1,482 1,182 - -
Operating leases 362 403 435 443 479
Software licenses 562 - — - -
3,014 146,201 |.617 443 96,329

(D The credit facility may be extended at the mutual agreement of the Trust and its lenders in May 2006. The Trust intends to extend the terms
of this agreement on an ongoing basis. If the facility is not extended, a balloon payment is required on june |, 2007. Additional details regard-
ing the Trust's bank loans debt are described in Note 8.

(2) As described in Note 9, the Debentures mature on December 31, 2010. The Trust has the option to settle the Debentures with either cash
or trust units.
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FORM 52-109F1
CERTIFICATION OF ANNUAL FILINGS

BE
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I, Stephen B. Soules, Executive Vice President and Chief Financial Officer of Esprit Exglor n i,td“f
administrator of Esprit Energy Trust, certify that: £eih ADR _ =5 Dy

izt
1. I have reviewed the annual filings (as this term is defined in Multllateralnlnstru ent :52-109

uuuuu IS ey
Certification of Disclosure in Issuers’ Annual and Interim Filings) of Esprlt Enex‘gy“Tms’f&(ﬁhe o J 4l

issuer) for the financial year ending December 31, 2005;

2. Based on my knowledge, the annual filings do not contain any untrue statement of a material fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circumstances under which it was made, with respect to the period
covered by the annual filings;

3. Based on my knowledge, the annual financial statements together with the other financial
information included in the annual filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the annual filings;

4. The issuer’s other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures for the issuer, and we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which the annual filings are being prepared; and

(b) evaluated the effectiveness of the issuer’s disclosure controls and procedures as of the
end of the period covered by the annual filings and have caused the issuer to disclose in
the annual MD&A our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by the annual filings based on such
evaluation,

March 15, 2006

(signed) "Stephen B. Soules”

Stephen B. Soules
Executive Vice President and
Chief Financial Officer
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FORM 52-109F1
CERTIFICATION OF ANNUAL FILINGS

1, Stephen J. Savidant, President and Chief Exccutive Officer of Esprit Exploration Ltd., the administrator
of Esprit Energy Trust, certify that:

1. I have reviewed the annual filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers’ Annual and Interim Filings) of Esprit Energy Trust (the
issuer) for the financial year ending December 31, 2005;

2. Based on my knowledge, the annual filings do not contain any untrue statement of a material fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circumstances under which it was made, with respect to the period
covered by the annual filings;

3. Based on my knowledge, the annual financial statements together with the other financial
information included in the annual filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the annual filings;

4, The issuer’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures for the issuer, and we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which the annual filings are being prepared; and

(b) evaluated the effectiveness of the issuer’s disclosure controls and procedures as of the
end of the period covered by the annual filings and have caused the issuer to disclose in
the annual MD&A our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by the annual filings based on such
evaluation.

March 15, 2006

(signed) "Stephen J. Savidant”

Stephen J. Savidant
President and Chief Executive Officer
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MANAGEMENT’S DISCUSSION AND ANALYSIS
This MD&A has been prepared as of February 15,2006,

The following management’s discussion and analysis (“MD&A™) of financial and operating
results should be read in conjunction with the audited consolidated financial statements for
the year ended December 31, 2005 (contained in this annual report} and the audited consol-
idated financial statements and MD&A of Esprit Energy Trust (the “Trust”) for the year ended
December 31, 2004. All amounts are in Canadian dollars unless otherwise noted. All refer-
ences to “Esprit” or the “Trust” refer to Esprit Energy Trust and all references to the
“Company” refer to Esprit Exploration Ltd. The Trust is an open-ended investment trust cre-
ated pursuant to a trust indenture. The Company is a subsidiary of the Trust,

Per barre! of oil equivalent (boe”) amounts have been calculated using a conversion rate
of 6,000 cubic feet of natural gas to one barrel (“bbl”} of oil. Boe's may be misleading, particu-
larly if used in isolation. A boe conversion ratio of | bbl:6,000 cubic feet is based on an energy
equivalency conversion method primarily applicable at the burner tip and does not represent a
value equivalency at the wellhead. References to “production volumes” or “‘production” refer to
sales volumes.

References are made to terms commonly used in the oil and gas industry that are not
defined by generally accepted accounting principals (*GAAP”) in Canada and are referred to
as non-GAAP measures. Such non-GAAP measures should not be considered an alternative
to, or more meaningful than GAAP measures as indicators of the Trust’s financial or operat-
ing performance. The non-GAAP measures presented are not standardized measures and
therefore may not be comparable with the calculation of similar measures for other entities.
The following are descriptions of non-GAAP measures used in this MD&A:

“Cash flow” equals cash flow from operations before changes in non-cash working capi-
tal. The Trust considers cash flow to be a key measure as it demonstrates the Trust’s ability to
generate the cash necessary to pay distributions, repay debt and to fund future capital invest-
ment. Cash flow per unit is calculated using the same number of units for the period as used
in the net earnings per unit calculations.

“Net debt” equals bank loans and convertible debentures plus current liabilities minus
current assets. Net debt is a useful measure of the Trust’s total leverage.

“Net debt to cash flow ratio” equals the net debt (as defined above) divided by cash flow
(as defined above). Net debt to cash flow ratio is a useful measure by which to compare the
Trust’s financial leverage to those of its peers.

“Operating netback™ equals total revenue per boe less royalties per boe and operating
costs per boe. Operating netbacks are a useful measure to compare the Trust’s operations
with those of its peers.

“Payout ratio” equals distributions as a percentage of cash flow for the period. Payout ratio
is a useful measure used by management to analyze the Trust’s efficiency and sustainability.

“Finding and development costs” equal exploration and development capital expenditures
plus the change in future development costs divided by reserve additions (including reserve revi-
sions). Finding and development costs are used by management as a measure of the cost effec-
tiveness of the Trust.

“Finding, development and acquisition costs” equal capital expenditures plus the change in
future development costs divided by reserve additions (including acquisitions and reserve revi-
sions). Finding, development and acquisition costs are used by management as a measure of the
cost effectiveness of the Trust.

This MD&A contains forward-looking or outlook information with respect to the Trust.
Certain information regarding Esprit Energy Trust inciuding management'’s assessment of
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future plans and operations, constitutes forward-looking information or statements under
applicable securities law and necessarily involve assumptions regarding factors and risks that
could cause actual results to vary materially, including, without limitation, assumptions and risks
associated with oil and gas exploration, development, exploitation, production, marketing and
transportation, loss of markets, volatility of commodity prices, currency fluctuations, impreci-
sion of reserve estimates, environmental risks, competition, incorrect assessment of the value
of acquisitions, failure to realize the anticipated benefits of acquisitions and ability to access
sufficient capital from internal and external sources. The reader is cautioned that these factors
and risks are difficult to predict and that the assumptions used in the preparation of such infor-
mation, although considered reasonably accurate by Esprit at the time of preparation, may
prove to be incorrect. Accordingly, readers are cautioned that the actual results achieved will
vary from the information provided herein and the variations may be material. Readers are also
cautioned that the foregoing list of factors is not exhaustive. Furthermore, the forward-look-
ing statements contained in this MD&A are made as of the date of this MD&A, and Esprit does
not undertake any obligation to update publicly or to revise any of the included forward-look-
ing statements, whether as a result of new information, future events or otherwise. The for-
ward-looking statements contained herein are expressly qualified by this cautionary statement.

VISION, CORE BUSINESS AND STRATEGY
Built on a business mode! of sustainability, Esprit is a western Canadian conventional oil and
natural gas income trust with the objective of providing its unitholders with stable monthly
distributions. Esprit’s team of experienced management and technical professionals is focused
on executing Esprit’s low-to moderate-risk capital program in an efficient and effective man-
ner. In pursuit of this, Esprit endeavors to operate its properties wherever possible. This
gives us greater control over our operating and capital costs and project. timing.

Esprit maintains the financial flexibility to pursue strategic acquisitions to enhance the
Trust’s susminability and grow its production base.

Esprit’s approach to commodity hedging helps reduce price volatility thereby enhancing
cash flow stability. Esprit also uses commodity hedges from time to time to protect trans-
action economics.

QUARTERLY OPERATING RESULTS ($ thousands, except per unit amounts)

Three months ended Three months ended
Dec 31, Sep 30, Jun30, Mar3l, Dec3l, Sep 30, Jun 30,  Mar 31,
2005 2005 2005 2005 2004 2004 2004 2004

Oil and gas revenue 104,783 83,031 57,382 42,638 44419 46,351 48,651 45,228

Net earnings 25,052 22,465 15,906 11,029 12,179 (185) 8421 7,684
Per unit — Basic 0.38 035 0.28 0.27 0.31 0.01) 0.21 0.19
— Diluted 037 0.34 0.27 0.27 - 0.29 (0.01) 0.21 0.19

56,149 45,143 30,504 22,456 23,791 13,880 25513 23,591

Per unit - Basic 0.86 0.70 0.54 0.56 0.60 0.34 0.64 0.5%9
~ Diluted 0.78 0.64 0.52 0.53 0.56 0.34 0.63 0.58

(1) A oss was recorded in the period as a result of $8.3 million of transaction costs incurred relating to the transformation to a Trust.
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FOURTH QUARTER REVIEW

Esprit closed out its first full year operations as a trust with strong results. The fourth quar-
ter of 2005 was a period of high activity including the drilling of 49 welis compared to 38 wells
for the previous nine months of 2005. Significant drilling successes occurred in the Olds and
Berry areas. Total capital expenditures for the quarter were $25.6 million. Production for the
quarter averaged 17,814 boe per day; a 60 percent increase from the comparative period in
the prior quarter. Esprit’s average sales price after transportation and hedging was $63.93 per
boe, a 48 percent increase from the same quarter last year. Higher sales prices combined with
increased production volumes helped generate cash flow from operations totaling $56.1 mil-
lion ($0.86 per unit — basic; $0.78 per unit — diluted), a 136 percent increase from the com-
parative period in 2004, and net earnings of $25.1 million ($0.38 per unit — basic; $0.37 per
unit — diluted) for the fourth quarter.With these results, the Trust was able to increase its dis-
tributions to unit holders by seven percent over prior quarters. The Trust distributed $29.7
million ($0.45 per unit) in the quarter.

SISATYVNY ANV NOISSNAODSIA SLNIWIDYNVNHW

QUARTERLY FINANCIAL HIGHLIGHTS (3 thousands, except per boe and per unit amounts)

Three months ended Year ended

Dec 31, Dec 3l, Sep 30, Jun 30, Mar3l, Dec3l, Dec3l,

2005 2004 2005 2005 2005 2005 2004

Royalty expense 27,739 10,358 17,534 12,182 10,190 67,645 44,549
_per boe 16.93 10.09 11.37 9.90 10.42 12.55 9.98

As a percentage of revenue 26 23 21 21 24 24 24
Operating expenses 14,838 8322 14,488 10,412 7,412 47,149 35,092
per boe 9.05 8.10 9.40 8.46 7.58 8.75 7.84
G&A expenses 2414 933 2,109 1,957 1,573 8,052 5014
per boe 1.47 091 1.37 1.59 1.61 1.49 1.12
Interest expense!” 3,655 839 2,677 1,124 884 8,340 3233
per boe 2.23 0.82 1.74 091 0.90 1.55 0.72
Distributions to unitholders 29,654 16,788 27,088 23,703 16,892 97,336 16,788
per Trust Unit® 0.45 0.42 0.42 0.42 0.42 1.71 0.42

Net debt? 258,890 103,015 262,415 152,113 108,106 258,890 103,015
per Trust Unit® 3.90 251 4.06 236 2.68 3.90 2.51

Net debt to cash flow" 1.16 1.09 1.47 1.24 .19 1.68 1.19

{1 Includes interest on the convertible debentures.

() gased on weighted average basic trust units outstanding throughout the pericd.

(3) Net debt equals bank loans plus convertible debentures plus current liabilities minus current assets.
{4) Based on total number of trust units outstanding at the end of the period.

(5) Net debt divided by cash flow (annualized for quarterly information).
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OIL AND NATURAL GAS REVENUE

Qil and natural gas revenue for the fourth quarter of 2005 was $104.8 million, an increase of
$21.8 million over the third quarter of 2005 and up $60.4 million from $44.4 million in the
last quarter of 2004. This increase was due largely to a six percent increase in production vol-
umes over the third quarter and a 60 percent increase in production volumes over the same
quarter of the prior year.Also, the Trust saw a significant increase in overall commodity prices
received. Higher production volumes and commodity prices contributed approximately $6 mil-
lion and $16 million respectively to increased revenue over the third quarcer of 2005.

PRODUCTION
Three months ended Year ended
Dec 3!,  Dec 31, Sep 30, Jun 30, Mar3l, Dec3l, Dec3l,
2005 2004 2005 2005 . 2005 2005 2004
Natural gas (mcf/d) 79,494 55,920 79,056 65,709 154,963 69,898 62,162
Natural gas liquids (bbl/d) 1,725 1,436 1,424 1,357 1,310 1,455 1,324
Qil (bbl/d) 2,840 405 2,159 1,216 394 1,660 540
Total (boe/d) ) 17,814 1,161 16,759 13,525 10,864 14,765 12,225
Natural gas '. 74% 83% 79% 81% 84% 79% 85%
Natural gas liquids 10% 13% 8% 10% 12% 10% 1%
Qil ‘ 16% 4% 13% 9% 4% 1% 4%
Total ‘ 100% 100% 100% 100% 100% 100% 100%

The Trust’s production is heavily weighted toward natural gas and natural gas liquids with
oil representing approximately 16 percent of total production for the quarter ended
December 31, 2005.

Fourth quarter natural gas production averaged 79.5 million cubic feet (“mmcf”) per day,
a 42 percent increase compared to the fourth quarter of 2004 of 55.9 mmcf per day and up
marginally over average production of 79.1 mmcf per day in the prior quarter. The increase in
natural gas production over the fourth quarter of 2004 is primarily due to the volumes con-
tributed by the Resolute Energy assets which were acquired in April of 2005. In the fourth
quarter, natural gas comprised 74 percent of Esprit’s production as compared to an average of
83 percent in the fourth quarter of 2004. The proportion of natural gas production has
decreased as a result of Esprit’s acquisition of two, mainly oil producing private companies —
Markedon Energy and Monroe Energy — in August 2005.

Fourth quarter average natural gas liquid production was 1,725 bbls per day, compared to
1,436 bbls per day in the same quarter of 2004 and 1,424 bbls per day in the third quarter.
The increase in liquids production over the prior year is largely due to the volumes con-
tributed by the Resolute acquisition. The increase over the third quarter reflects low liquids
inventories at the start of the third quarter as storage tanks were emptied in preparation for
the scheduled maintenance at Olds in June. Also, new liquids rich gas production was brought
on at Olds in the fourth quarter. Natural gas liquids (“NGLs”) as a percentage of total pro-
duction, decreased to |0 percent compared to |13 percent in the fourth quarter of 2004 also
as a result of the acquisitions in August of 2005.
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Fourth quarter oil production averaged 2,840 bbls per day, a 2,435 bbls per day increase
over the same period of 2004 and a 681 bbis per day increase over the previous quarter. The
increase is mainly due to volumes contributed by the acquisitions of Markedon Energy and
Monroe Energy, which were both largely oil producers, and positive drilling results in the Berry
area. Oil accounted for 16 percent of Esprit’s production in the fourth quarter, as compared
to four percent in the fourth quarter of 2004,

PRICES AND PRODUCT MARKETING

In the fourth quarter of 2005 the Company’s marketing activities resulted in an average real-
ized natural gas price, net of transportation and hedging costs of $10.87 per thousand cubic
feet (“mcf”) as compared to $8.50 per mcf in the prior quarter and $6.99 per mcf in the
fourth quarter of 2004. Spot natural gas prices were volatile during the quarter, reaching a high
on December 13 of $14.57 per gigajoule (“GJ”) at AECO, at which point prices dropped
throughout the remainder of the quarter. Including oil and NGLs, the Trust’s realized overall
commodity price in the fourth quarter was $63.93 per boe, as compared to $43.26 per boe
for the same period in 2004 and $53.85 in the prior quarter. Qil prices dropped through the
first half of the quarter, reaching a low of US$55.72 WTI per bbl, before increasing to a clos-
ing price for the quarter of US$57.76 WTI per bbl. Higher commodity prices accounted for
$21 million of the increase in fourth quarter revenue over the prior year.

SISATVNY ANV NOISSNDSIA S.INIWIODOVYVNVYW

OPERATING COSTS

Three months ended Year ended
Dec 31,  Dec 3l, Sep 30, Jun 30, Mar3}, Dec3l, Dec3l,
2005 2004 2005 2005 2005 2005 2004
Operating costs
($ thousands) 14,838 8322 14,488 10,412 7412 47,149 35,092
Operating costs
($ per boe) 9.05 8.10 9.40 8.46 7.58 875 7.84

Fourth quarter operating costs were $14.8 million, or $9.05 per boe, as compared to
$14.5 million, or $9.40 per boe in the prior quarter, and $8.3 million, or $8.10 per boe in the
same quarter of the prior year. Fourth quarter operating costs are higher than expected due
to a number of factors; most significantly, increased electricity costs and high inflation costs in
the oil and gas services sector.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT 51




SISATYVNY QNV NOISSNDOSIA S.INJWIDVYNVYNKW

52

EARNINGS AND CASH FLOW

Net earnings in the fourth quarter of 2005 of $25.1 million ($0.38 per unit — basic; $0.37 per
unit — diluted) were 106 percent higher than the same period of 2004 and cash flow of $56.!
million was 136 percent higher than the final quarter of 2004. Both variances were positively
impacted by a combination of higher commodity prices and higher production, partially offset
by higher operating costs, interest and financing charges, and general and administrative
expenses.

Net earnings were further impacted by decreased future income tax expense partially off-
set by higher expenses for depletion, depreciation and amortization (“DD&A”), accretion of
asset retirement obligation and unit-based compensation expense. The increases in DD&A,
accretion and unit-based compensation expense were all a result of the acquisitions complet-

ed in 2005.
CAPITAL
Three months ended Year ended
Dec 31, Dec 31, Sep 30, Jun 30, Mar 31, Dec 31, Dec 31,
($ thousands) 2005 2004 2005 2005 2005 2005 2004
Exploration
and development 25,261 7,934 25,334 18,334 10,454 79383 122,418
Office and
computer assets 145 I 150 246 82 623 153
Property dispositions - (2) (278) - - (278)  (37.644)
Total capital before
corporate acquisitions 25,406 7,943 25,206 18,580 10,536 79,728 84,927
Corporate Acquisitions
per Statement of Cash Flows 181 - 100,023 6,971 30 107,205 -
Fair value of trust units
issued on acquisition
of Resolute Energy Inc. - - - 301,332 - 301,332 -
Total acquisition costs 181 — 100,023 308,303 30 408,537
Total capital and acquisition costs 25,587 7,943 125229 326,883 10,566 488,265 -
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During the fourth quarter of 2005, Esprit’s capital expenditures totaled $25.6 million.
Development capital of $25.3 million invested in the fourth quarter included $16.7 million or
65 percent for drilling, completions and tie-ins that contribute to reserve additions and help
offset natural production decline. In the fourth quarter, Esprit’s capital spending was focused
primarily in the areas of Olds ($10.4 million) and Berry ($8.9 miliion). Gross wells drilled in
the fourth quarter totaled 49 (37.9 nec wells), with a gross success rate of 92 percent.

FULL YEAR TRUST OVERVIEW

2005 was a growth year for Esprit highlighted by acquisitions totaling over $400 million. The
acquisitions of Resolute on April 29, 2005, and Markedon and Monroe on August 9, 2005,
helped to increase total assets of the Trust to $966 million. These strategic acquisitions diver-
sified the Trust’s asset base geographically and added more sweet gas and light oil. On January
25,2006, the Trust closed the sale of its Ante Creek properties for $16.0 million cash consid-
eration and interests in producing properties at Manyberries and Three Hills. The transaction
was effective December 15, 2005.

Net earnings for the year were $74.5 miliion (a 165 percent increase over 2004) or $1.31
per unit-basic (an 87 percent increase from the prior year). Distributions to unitholders for the
year totaled $97 million (or $1.71 per unit). This represented 63 percent of the Trust’s cash flow.
The net debt to cash flow ratio at year end was 1.68 including the convertible debentures.
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PRODUCTION & RESERVES
Production for the year grew by 21 percent to an average of 14,765 boe per day. Operating
netbacks for the year averaged $32.11 per boe.

Esprit experienced some challenges in the first three quarters of the year with poorer
than expected drilling results in the Olds area and operationzl delays experienced with the
extremely wet weather in southern Alberta. Esprit was able to finish the year strongly with an
active and successful fourth quarter which showed significantly improved results. Most impor-
tantly, a new well at Olds showed initial production rates approximately three to four times
that of historical rates in the area. Production in the final quarter of the year averaged 17,814
boe per day.

An independent evaluation of all of Esprit’s reserves at January 1,2006 was conducted by
GLJ Petroleum Consultants Ltd. (“GLJ”), the independent reserves evaluators appointed by
the Board of Trustees, and prepared in accordance with the reporting guidelines of Canadian
Securities Administrator's National Instrument 51-101 “Standards of Disclosure for Qil and
Gas Activities” (“NI 51-1017). Under NI 51-101, the best estimate for reserve balances and
additions is considered to be the proved plus probable (“P+P”) category.

As at December 31, 2005, GL] estimates that Esprit had total P+P reserves of 66.7
mmboe, Of this total, 50.0 mmboe represented proved reserves and 42.2 mmboe represent-
ed proved producing reserves.

in total, Esprit added 22.76 mmboe of P+P reserves in 2005 and replaced approximately
422 percent of 2005 production. Of the total reserves added, 20.4 mmboe came through the
acquisitions and 2.3 mmboe were the result of the development of the Trust’s existing asset
base. Esprit’s reserve base remains strongly weighted towards natural gas, with its P+P reserve
base split 78 percent natural gas, |2 percent natural gas liquids and 10 percent oil.

At December 31, 2005, Esprit’s reserve life on a proved plus probable basis was 0.7
years. This is calculated using the mid point of the 2006 production guidance and remains one
of the longer reserve life indices among its peer group.
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CAPITAL EFFICIENCY

Esprit’s finding, development and acquisition (“FD&A") costs for 2005, including reserve
revisions and future development capital, were $20.78 per boe proved plus probable ($26.96
on a proved basis). Esprit acquisition costs were approximately $409 million and the capital
program, excluding acquisitions, was $79 million. For the purpose of calculating FD&A costs,
the cost of Resolute was $308 million representing the value of trust units issued and net debt
assumed at the time of closing. In calculating FD&A cost, Esprit has removed Ante Creek year-
end reserves and included consideration received for the disposition in January 2006. If Ante
Creek was included in the calculation, the FD&A cost would be approximately $21.48 per boe
proved plus probable and $27.98 per boe proved.

Esprit’s F&D costs, excluding acquisitions but including reserve revisions and future devel-
opment capital, were $34.58 per boe proved plus probable and $41.46 per boe proved. The
main reasons for this poor performance were the disappointing drilling results experienced at
Olds during the first three quarters of 2005 and the significant amount of capital improve-
ments made ($7 million) during the Olds plant maintenance shutdown. The last shutdown was
2002 and the next is planned for 2009. While it is too early to represent a trend, the fourth
quarter of 2005 drilling results, particularly at Olds and Berry, were very encouraging. Esprit
believes it will achieve industry competitive F&D costs in 2006.

Another measure of capital efficiency used in the industry is the capital cost incurred to
bring on incremental (new) production. Esprit estimates this metric at $29,000 per flowing
boe added in 2005.

OPERATIONS

A regularly scheduled triennial turnaround of the Olds plant occurred in the second quarter
of 2005. During the turnaround, work was completed to improve the plant’s ability to handle
electrical power disruptions and the handling of ‘slugs’ of liquid hydrocarbons that occasion-
ally enter the plant in the natural gas stream. The successful turnaround has improved the
plant’s operational reliability and is expected to allow the plant to operate for a further four
years until the next turnaround now scheduled to occur in 2009.

ACQUISITIONS AND DISPOSITIONS

On April 29, 2005, through a plan of arrangement, Esprit acquired the shares of Resolute
Energy Inc. (“Resolute”), a public company whose shares traded on the Toronto Stock
Exchange, on the basis of 0.338 units of the Trust for each Resolute share. Immediately after
the transaction, the Company amalgamated with Resolute.As part of this plan of arrangement,
certain Resolute assets were transferred to a separate publicly traded company (Cordero
Energy Inc.) the shares of which were issued to the former shareholders of Resolute. The
Trust issued approximately 24.1 million trust units to the shareholders of Resolute. The assets
acquired through this transaction have increased Esprit’s production by approximately 60 per-
cent and have diversified the Trust’s production base both in terms of geography and produc-
tion. The assets acquired were predominantly sweet, natural gas properties and have increased
the Trust’s proportion of sweet natural gas production from 29 percent to 55 percent of its
total natural gas production. An additional 13.3 mmboe of proved reserves and 16.6 mmboe
of proved plus probable reserves have been added to Esprit’s year end 2005 asset base as a
result of this acquisition.
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On August 9, 2005, Esprit acquired Markedon Energy Ltd. and Monroe Energy Inc.,
two privately-held Calgary-based oil and gas companies. Esprit acquired all of the issued and
outstanding shares of the companies for aggregate cash consideration of $98.5 million. The
total value of the transaction, including the related acquisition costs of $1.7 million, was
approximately $100.2 million.The two acquisitions represent 3.8 mmboe of proved plus prob-
able reserves of which 2.1 mmboe are proved.

On January 25, 2006, the Trust closed the sale of its Ante Creek properties for $16.0 mil-
lion cash consideration and interests in properties at Manyberries and Three Hills.

FINANCING

To fund the August 9th acquisitions, Esprit issued $100 million of extendible convertible unse-
cured subordinated debentures (“the Debentures”). The Debentures have a coupon rate of 6.5
percent, payable semi-annually in arrears, and a maturity date of December 31, 2010. The
Debentures are convertible into trust units of Esprit at $13.85 per trust unit and are
redeemable by the Trust after December 31, 2008. The offering closed on July 28, 2005. The
convertible debentures of the Trust trade on the TSX under the trading symbo! “EEE.DB”.
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RECLASSIFICATION CF A AND B UNITS

On its conversion to a trust on October 1, 2004, Esprit had a dual class A/B trust unit struc-
ture. The dual class trust unit structure was created in response to proposed legislative
announcements made by the Minister of Finance relating to the restriction of foreign owner-
ship of mutual fund trusts. Subsequently, the Minister announced his intention to defer the
implementation of that legislation. On fune 2, 2005 Esprit’s Board approved the elimination of
the Trust’s A/B unit structure. Esprit’s outstanding Class A trust units and Class B trust units
were reclassified into a single class of trust units. The effective date of the reclassification was
June 30,2005 and the single class of units began trading on the TSX on July 5,2005 under the
symbol “EEE.UN".

OlL AND NATURAL GAS REVENUE

Year ended December 31, 2005 2004 2003
Qil and gas revenue ($ thousands) 287,834 184,649 170,078
Production Volumes
Natural gas (mcf/d) 69,898 62,162 60,419
Natural gas liquids (bbls/d) 1,455 1,324 1,378
Qil (bbls/d) 1,660 540 554
Total (boe/d) 14,765 12,225 12,002
Average Sales Prices
Natural gas ($/mcf) 8.67 6.68 6.46
Natural gas liquids ($/bbl) 62.75 53.68 44.49
Crude oil ($/bbl) 55.04 33.70 25.82
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Oil and natural gas revenue for the year ended December 31, 2005 was $287.8 million
compared to $184.6 million for 2004. The increase in revenue is due to increased production
volumes from the acquisitions during 2005, partially offset by reduced revenue from the trans-
fer of assets to ProspEx Resources Ltd. upon the formation of the Trust on October |, 2004,
downtime for the June 2005 Olds and Ram River (Blackstone) scheduled plant turnarounds
and wet weather related operational issues in the second quarter of 2005, Also contributing
greatly to the increase in revenues was a 29 percent overall increase in commodity prices
received by the Trust compared to 2004. Compared to 2004, increased production accounted
for $49.3 million of the higher revenue while commodity prices accounted for approximately
$53.9 million of the increase. Of the production contribution, $13.6 million was from proper-
ties acquired in the Resolute acquisition and $1.9 million was from the Markedon and Monroe
acquisitions.

PRODUCTION

Year ended December 31, 2005 2004 2003
Gas (mcf/d) 69,898 62,162 60419
NGL (bbls/d) 1,455 1,324 1,378
Qil (bbls/d) 1,660 540 554
Total (boe/d) ) 14,765 12,225 12,002

Total equivalent production for 2005 of 14,765 boe per day represents a 2| percent
increase over 2004 production of 12,225 boe per day. The majority of the increased produc-
tion volumes were due to the acquisitions made during the year, however, the increase was
partially offset by decreased production due to the transfer of properties to ProspEx at the
end of the third quarter of 2004.

Esprit’s full year average natural gas production of 69.9 mmcf per day reflects a 12 percent
increase over 2004 natural gas production of 62.2 mmcf per day. The production increases were
due to the acquisitions as well as the tie-in of new wells in the Olds, Saskatchewan, High River,
Three Hills, Berry and Swalwell areas. Offsetting the production increases were natural declines
and the loss of production from properﬁes that were transferred to ProspEx. Production was also
negatively impacted by shutdowns for the scheduled major plant maintenance at Olds and
Ram River (Blackstone) and unanticipated operational delays related to wet weather which were
experienced in the second and third quarters of 2005.

Average NGL production of 1,455 bbls per day is up 10 percent from NGL production
during 2004 of 1,324 bbls per day. Natural gas liquids for 2005, as a percentage of total natu-
ral gas production, were 13 percent, which is approximately equal to 2004.

In 2005, oil production averaged 1,660 bbls per day, an increase of 207 percent compared
to 2004. The increase in oil production is largely due to the acquisition of Markedon and
Monroe which were both predominantly oil producers.

Looking forward to 2006, total production is expected to average between 16,750 to
17,350 boe per day. Approximately 70 percent of the production is expected to be natural gas.
The Trust expects to be able to maintain stable production levels in 2006 through exploitation
of its undeveloped land base and internally generated drilling prospects.
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In early 2006, Esprit assembled a full-time business development team charged with the
mandate of expanding Esprit's production base through acquisitions or other joint venture
opportunities.

PRICES AND PRODUCT MARKETING

The 2005 average realized gas price net of transportation and hedging costs was $8.67 per
mcf ($7.91 per GJ) as compared to $6.68 per mcf during 2004, a 30 percent increase. The
Alberta Reference Price for 2005 was $7.84 per GJ. It is the average plant gate natural gas
price received by all Alberta gas producers for their product as published by the Department
of Energy of the Province of Alberta. Canadian gas prices were driven higher in concert with
the U.S. based NYMEX gas price increases which were largely caused by hot weather in the
summer and supply interruptions caused by an active hurricane season, most significantly, hur-
ricane Katrina.

The average NGL price received for the year was $62.75 per bbl compared to $53.68
per bbl in 2004, a |7 percent increase.

The 2005 average realized oil price was $55.04 per bbl compared to $33.70 per bbl for
2004, a 63 percent increase. Ongoing supply and demand uncertainty was elevated as oil pro-
duction was significantly effected by the active hurricane season and continued geopolitical
events throughout the year.

Cash flow is directly impacted by the volatility of commodity prices. As part of its risk
management strategy, Esprit enters into commaodity price derivative contracts to provide
downside price protection. In 2005, hedging costs for natural gas and oil were $5.1 million, or
$0.95 per boe.

Currently, for the remainder of 2006, the Trust has approximately 26 percent of its esti-
mated annual natural gas production hedged via fixed price contracts. In the event that prices
rise above the price specified in the contract, Esprit will be unable to capture the associated
incremental revenue. An additional five percent of natural gas volumes are protected via col-
lars, which provide downside price protection but also remove the benefit of prices above a
specified level. Approximately 22 percent of oil volumes are hedged via a fixed price contract.
If all of Esprit’s contracts were closed out on December 31, 2005, the loss resulting from the
settlement would have been approximately $6.0 million. At February |4, 2006, the gain that
would have resulted from closing all of Esprit’s contracts was approximately $10.0 million.

Energy commodity prices can fluctuate due to changes in the geopolitical environment,
weather conditions, supply disruptions and other variations in supply or demand. The Trust
uses commodity price hedges to partially limit the volatility in its cash flow and, in turn, pro-
vide stability to its distributions. The Trust has a written policy delegating limited authorities
to management to implement commodity price hedges. The Board of Trustees meets with
management at least quarterly to review the Trust’s hedging strategy and the hedges in place.
In the case of a material acquisition, the Trust will consider using hedges on a larger portion
of the acquired production to partially lock in the transaction economics.
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OPERATING COSTS

Year ended Decemt_)er 31, 2005 2004 2003
Operating Costs ($:thousands) 47,149 35,092 27,781
($/boe) 8.75 7.86 6.34

Esprit’s fuli year 2005 operating costs were $47.1 million or $8.75 per boe compared to
$35.1 million or $7.86 per boe for the full year of 2004.The increase in operating costs in 2005
was due to a number of factors including significant increases in electricity costs along with
cost inflation in the oil and gas services sector. Esprit’s operating costs were also impacted by
costs related to the major maintenance turnaround at Olds and weather related problems in
the second and third quarters.

Looking forward, Esprit expects that with the maintenance work conducted at the Olds
plant, along with other cost mitigation efforts, its 2006 operating costs will average $8.50 per boe.

ROYALTIES

Royalty expense of $67.6 million for the full year of 2005 increased from the prior year’s roy-
alty expense of $44.5 million in proportion with revenue. The total royalties as a percentage
of revenue in each year were approximately 24 percent. The royalty rate for 2006 is not
expected to change from that level.

DEPLETION, DEPRECIATION AND AMORTIZATION

Depletion, depreciation and amortization (“DD&A”) expense in 2005 was $74.8 million, or
$13.88 per boe, up from $44.9 million, or $10.06 per boe, in 2004. Other than increased pro-
duction, the increase in DD&A expense is a result of a number of factors including the acqui-
sitions completed during the year and the addition of reserves at costs higher than Esprit’s his-
toric average. The DD&A rate is expected to continue to increase as current year finding and
development costs are greater than Esprit’s historical rate.

GENERAL AND ADMINISTRATIVE EXPENSES

Annual net general and administrative expenses increased 61 percent to $8.1 million in 2005 from
$5.0 million in 2004. Per unit general and administrative expenses for the full year were $1.49 per
boe compared to $1.12 per boe in 2004. The increased administrative costs in the year resulted
from a number of factors including integration costs related to the acquisitions, costs related to
complying with new corporate governance and financial reporting regulations and requirements
and an increasingly competitive environment for human resources. These latter two factors are
expected to put continued upward pressure on general and administrative expenses. Per unit gen-
eral and administrative costs are expected to average $1.85 per boe in 2006,
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INTEREST AND FINANCING COSTS

Interest expense in 2005 of $8.3 million is up 159 percent from $3.2 million in the prior year
due to the increase in average bank debt compared to 2004 and an increase in the average
interest rate experienced by the Trust. The average rate on the utilized portion of the credit
facility was 3.6 percent in 2005 compared to 3.4 percent in 2004. The increase in bank debt
can be attributed to the assumption of debt on the acquisition of Resolute as well as the
excess expenditures of Esprit’s capital program and distributions over its cash flow.

In 2006, Esprit does not expect capital and distributions to exceed cash flow.Additionally,
the $16 million cash proceeds of the Ante Creek disposition in jJanuary 2006 were applied
against bank debt.As discussed previously, $ 100 million of unsecured subordinated convertible
debentures were issued to fund the acquisitions of Markedon and Monroe.

Interest and financing charges relating to the convertible debentures in 2005 were $3.4
million comprised of 6.5 percent coupon interest payable, amortization of debenture issue
costs and accretion of the debt portion of the debenture up to its face value. For a further
discussion of the Debentures see the “Liquidity and Capital Resources” section below.

RESOLUTE PLAN OF ARRANGEMENT COSTS

The Trust paid $0.8 million in transaction bonuses and employee retention payments during
the second quarter of 2005. These costs were directly related to the acquisition of Resolute
and have been expensed on the statement of earnings and deficit for 2005.

INCOME TAXES
Esprit has not paid any current income taxes in 2005, with the exception of Federal large cor-
poration’s tax and Saskatchewan capital tax.

Future income taxes arise from differences between the accounting and tax basis of the
operating company’s assets and liabilities. in the Trust structure, interest and net profits inter-
est payments are made between the operating company and the Trust and ultimately paid to
the unitholders in the form of distributions. This mechanism transfers the majority of the
income and tax liability to the unitholders. It is therefore expected that the Trust will not incur
any cash income taxes in the medium-term undet current commeodity prices.

NET EARNINGS AND CASH FLOW

Year ended December 3| ($ thousands except per unit amounts) 2005 2004 2003
Net earnings 74,452 28,099 38,779
Per unit — basic 1.31 0.70 0.97

Per unit — diluted 1.28 0.68 0.97
Cash flow 154,254 86,777 92,260
Per unit — basic 271 2.17 2,32

Per unit — diluted 2.53 201 2.31
Weighted average units — basic 56,869 40,023 39,805
— diluted 61,967 41,050 40,003

Cash distributions per unit — basic 1.71 042 -
Special payment per share - 0.22 -
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Net earnings for the year of $74.5 million were up 165 percent from 2004, largely due to
increased production and higher commodity prices, offset by higher operating costs, royalties,
general and administrative expenses, interest expense and depletion expense. The cause of the
variances in these items is described in detail in earlier sections of this MD&A.

Cash flow for the year was $154.3 million, up $67.5 million, or 78 percent, from 2004.The
increase is a result of the same items that impacted earnings and have been discussed in detail
above.

CAPITAL EXPENDITURES

Year ended December 31 ($ millions) 2005 2004 2003
Exploration and development 794 1224 110.6
Property dispositions (0.3) (37.6) 3.1
Office and computer assets 0.6 0.2 0.5
Total capital before corporate acquisitions 79.7 85.0 114.2
Corporate acquisitions per Statement of Cash Flows 107.2 - -
Fair value of trust units issued on acquisition of Resolute Energy Inc. 301.3 - -
Total acquisition costs 4085 - -
Total capital and acquisition costs 488.2 85.0 114.2

Total capital expenditures for 2005 include approximately $100 million associated with
the Markedon and Monroe acquisitions and approximately $7.0 million in costs related to the
Resolute acquisition. In addition, the Trust issued $301.3 million of trust units as part of the
Resolute acquisition for total acquisition costs of $408.5 million. Net capital expenditures for
the year of $186.9 million are up 120 percent from 2004. Excluding acquisition & disposition
capital, Esprit’s capital expenditures in 2005 were $80.0 million, $42.6 million less than in 2004.
As aTrust, Esprit’s capital spending is significantly less than a traditional exploration company,
focusing on the development of existing assets. A total of 87 gross wells were drilled during
the year. The majority of the development capital in 2005 was spent in the Olds, Berry, and
Saskatchewan areas. Of the total capital spent in 2005, $48.7 million was spent on drilling and
completions, $23.4 million on facilities and $4.0 million on fand, with the remainder being cap-
italized general and administrative costs and office and computer assets.

Approximately 60 percent of the Trust’s capital budget for 2006 of $63 million is direct-
ed towards drilling, with a further 25 percent to be spent on facilities.

In 2006, Esprit plans to drill 11 wells at Olds and participate in a multi-well farm-out
agreement in its Three Hills area. The Olds’ plans call for drilling two of the deeper Wabamun
wells with the remaining nine wells targeting shallower, sweet gas and totals approximately $17
million. '

In the Berry/Winnifred area, the Trust plans to spend approximately $19 million in 2006
to drill 26 wells, five in the Richdale Banff pool and the remainder targeting Second White
Specks and Mannville formations.
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In the Peace River Arch area, the Trust expects to spend approximately $7 million to drill
nine gross wells in 2006.These drilling plans include wells in both Beaverlodge and Gordondale
targeting multi-zoned opportunities that possess relatively higher volume potential with strong
capital efficiency metrics.

In Saskatchewan, Esprit plans to spend approximately $6 million in 2006 to drill seven
wells, two in Lashburn and five horizontal wells at Wauchope.

In Central Alberta in 2006, Esprit plans to spend approximately $2 million in capital, mostly
on facilities de-bottlenecking, re~completions, optimizations and drilling two wells in the area.

In Southern Alberta in 2006, Esprit plans to spend approximately $1 million in capital, pri-
marily in the High River area through the muiti-well farm-out agreement expected to begin in
the second quarter. '

fn 2006, Esprit will continue to pursue strategic acquisition opportunities. However, due
to the unpredictability of occurrence and the uncertainty of the magnitude of any such trans-
action, Esprit has not made any provision for acquisitions in its 2006 capital budget.

LIQUIDITY AND CAPITAL RESOURCES

Year ended December 31 (§ thousands except ratios and unizs) 2005 2004
Bank debt 144,239 86,875
Working capital deficiency 20,785 16,138
Net debt (excluding debentures) 165,024 103,013
Convertible debentures 93,866 —
Net debt 258,890 103,013
Market value of Trust Units & exchangeable shares outstanding” 898,989 491,510
Total capitalization 1,157,879 594,523
Net debt (excluding debentures) to cash flow ratio }.07 1.19
Net debt to cash flow ratio 1.68 1.19
Qutstanding units 66,358 40,183

(1) Based on December 31,2005 closing price.

On july 28, 2005 the Trust issued $100 million of 6.5 percent convertible unsecured sub-
ordinated debentures for proceeds of $96.0 million (net of issuance costs). The Debentures
pay interest semi-annually and are convertible at the option of the holder at any time into fuily
paid trust units at a conversion price of $13.85 per trust unit. The Debentures mature
December 31, 2010, at which time they are due and payable. The net proceeds were used to
fund the acquisitions of Markedon and Monroe.

The Debentures have been classified as debt on the balance sheet, net of the fair value of
the conversion feature which has been classified as part of unitholders’ equity. The issue costs
have been recorded as a deferred asset and will be amortized over the term of the
Debentures, and the debt portion will accrete up to the principal balance at maturity. The
accretion of the debt portion, the amortization of issue costs and the interest payable are
expensed within interest and financing charges on the consolidated statements of earnings.
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Bank debt is comprised of the senior credit facility, net of any cash.The senior credit facil-
ity is a revolving term loan facility of $265 million and an operating facility of $15 million and
is repayable in june 2007 if not extended.

The Trust’s liquidity and capital requirements are fulfilled through cash flow and the exist-
ing credit facilities. At December 31, 2005, the Trust’s net debt, excluding debentures, was
$165.0 million composed of $144.2 milliocn outstanding on its senior credit facility and a work-
ing capital deficiency of $20.8 million.This reflects a .07 times net debt (excluding debentures)
to cash flow ratio. Net debt was $258.9 miilion and, in addition. to the bank loans and work-
ing capital, includes $93.9 million of Debentures.This represents a 1.68 times total net debt to
cash flow ratio. Esprit had $135.8 million of unused bank borrowing capability at the end of
2005, which provides Esprit the financial flexibility to pursue growth opportunities. The senior
credit facility is subject to an annual review by the lenders and it is anticipated that the loan
will be extended at that time. A significant decline in oil and natural gas prices or a significant
decline in the Trust’s oil and natural gas reserves could result in the loan facility being
decreased or not being renewed.Were the loan facility not renewed or significantly decreased,
the Trust’s ability to pay distributions or fund operations may. be impacted.

Future debt levels are primarily dependent on the Trust’s cash fiow, distributions and cap-
ital program. Bank debt in 2006 is projected to decrease as the 2006 capital program and cash
distributions are expected to be less than cash flow. Also, the $16 million of cash proceeds
from Esprit’s Ante Creek disposition in January 2006 were applied to reduce debt. The credit
facility, together with cash flow, is expected to be sufficient to meet Esprit's near term capical
requirements and provides significant financial flexibility.

OUTSTANDING TRUST UNIT DATA
Units of the Trust trade on the Toronto Stock Exchange under the symbol EEE.UN. As at
February 14, 2006, the Trust had 66,344,686 trust units and 460,207 exchangeable shares out-
standing. 543,481 units are issuable upon conversion of the exchangeable shares applying the
exchange ratio at January 16,2006. During 2005, a total of 1,581,877 exchangeable shares were
exchanged for trust units.

During the period January |, 2005 to December 31, 2005, the trust units traded in the
range of $10.95 to $15.66 with an‘average daily trading volume of approximately 242,667 units.

In july 2005, Esprit issued $100 million of extendible convertible unsecured subordinated
debentures.

The Debentures are convertible into trust units of Esprit at $13.85 per trust unit and are
redeemable by the Trust after December 31,2008. At February 14,2006, 6.9 million trust units
were issuable on the remaining outstanding Debentures.
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The Trust established a Performance Unit Incentive Plan concurrent with the reorganiza-
tion into a trust. Under the Performance Unit Incentive Plan, the trustees may grant up to five
percent of the number of Trust units outstanding from time to time to trustees, officers,
employees of, or providers of services to the Trust. Performance units vest over a period of
one to three years. The number of Trust units ultimately issued under the Performance Unit
Incentive Plan is dependant on the performance of the Trust relative to its peers. The Trust
granted 464,651 performance units (net of cancelled performance units) during the year which
also represents the total number of performance units outstanding at December 31,2005.The
Trust recorded compensation expenses of $2.6 million in 2005, based on the estimated fair
value of the performance units on the date of grant. The maximum number of trust units
issuable on conversion of the performance units is 979,302 units.

CASH DISTRIBUTIONS

Cash distributions to unitholders are at the discretion of the Board of Trustees and can fluc-
tuate depending on cash flow. The Trust believes that a current payout ratio of 50 to 60 per-
cent is appropriate based on the current commodity price environment and the Trust’s ongo-
ing capital needs and capital structure. The Trust’s capital program is financed from cash flow
and additional drawdowns on the bank facility if required. The key drivers of Esprit’s cash flow
are commodity prices and production. Since the Trust’s production is heavily weighted to nat-
ural gas (79 percent in 2005), natural gas prices have a significant effect on its cash flow. in the
event that oil and natural gas prices are higher than anticipated and a cash surplus develops in
a quarter, the surplus may be used to increase distributions, reduce debt, and/or increase the
capital program. In the event that oil and natural gas prices and/or production are lower than
expected, the Trust may decrease distributions, increase debt or decrease the capital program.
Esprit regularly reviews its distribution policy in the context of the current commodity price
environment and production levels.

Distributions remained constant throughout the first nine months of 2005 at $0.14 per
unit per month and had been at that level since the Trust’s inception in October 2004. On
September 28, 2005, Esprit announced its October distribution at $0.15 per unit, representing
a $0.0! per unit increase. Distributions have maintained at this level since that date. In 2005,
Esprit paid out 63.1 percent of its cash flow as distributions to its unitholders.

Esprit pays distributions monthly, to unitholders of record on the last business day of the
month. Distributions are paid on the 15" of the following month or the following business day
where the 15" falls on a weekend or statutory holiday.

It is expected that approximately 20 percent of the 2006 distributions will represent a tax
efficient return of capital to Canadian unitholders and will reduce the adjusted cost base of
the trust units held by unitholders. For unitholders resident in the United States, taxability of
distributions is calculated using U.S. tax rules. The taxable portion of the monthly distribution
is determined annually based on current and accumulated earnings in accordance with U.S. tax
law. In 2005, 65.28 percent of the distributions made in 2005 were dividends that were
“Qualifying Dividends”. The remaining 34.72 percent was a tax-deferred reduction to the cost
of the units for tax purposes.
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CONTRACTUAL OBLIGATIONS
The following table summarizes the Company’s contractual obligations at December 31,2005:

($ thousands) 2006 2007 2008 2009 2010 Thereafter
Bank loan — 144,316 - — - -
Convertible debentures - - - - 95,850 -
Pipeline transportation ] 2,090 1,482 1,182 - - -
Operating leases 362 403 435 443 479 -
Software licenses 562 — ~ - — -

3014 146,201 1,617 443 96,329 -

The bank loan may be extended at the mutual agreement of the Trust and its lenders. The
Trust intends to extend the terms of this agreement on an ongoing basis. Additional details
regarding the Company’s bank loan are described in the section of the MD&A entitled
“Liquidity and Capital Resources”.

The Debentures are convertible at the option of the holder at any time into fully paid
trust units at a conversion price of $13.85 per unit. The Debentures mature on December 31,
2010. After December 31, 2008, the Trust may elect to redeem all or a portion of the out-
standing Debentures at a price of $1,050 per debenture or $1,025 per debenture after
December 31, 2009. ‘

OFF BALANCE SHEET ARRANGEMENTS AND VARIABLE INTEREST ENTITIES
The Trust has no off-balance sheet financing arrangements. The Trust does not have any vari-
able interest entities.

RELATED PARTY TRANSACTIONS
The Trust has not been involved with any related party transactions.

ACCOUNTING POLICIES

CRITICAL ACCOUNTING POLICIES

The Trust’s significant accounting policies are summarized in Note 2 to the Trust's audited con-
solidated financial statements for the years ended December 31, 2005 and 2004, Certain of
these policies are recognized as critical because in applying these policies, management is
required to make judgments, assumptions and estimates that have a significant impact on the
financial results of the Trust. The estimates used in applying these critical accounting policies
have been discussed with the Audit Committee of our Board of Trustees and are discussed
below. The assumptions and estimates are continuaily reviewed and evaluated by management.
Actual results could differ from these estimates.
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OIL AND GAS RESERVES

Reserves estimates and revisions to those reserves, although not reported as part of the
Trust’s financial statements, can have a significant impact on net earnings as a result of their
impact on depletion rates, asset retirement obligations, asset impairments and purchase price
allocations. In adherence with NI 51-101, 100 percent of the Trust's proved plus probable oil
and gas reserves were evaluated and reported on by an independent qualified reserves evalu-
ator (Gl) Petroleum Consultants Ltd.) appointed by the Board of Directors. However, the
process of estimating oil and gas reserves is complex and is subject to uncertainties and inter-
pretations. Estimating reserves requires significant judgments based on available geological and
reservoir data, past production and operating performance and forecasted economic and
operating conditions. These estimates may change substantially as additional data from ongo-
ing development, testing and production becomes available, and due to unforeseen changes in
economic conditions which impact oil and gas prices and costs.

STISATYNY ANV NOISSNDSIA S.INIWIDVNVYVHW

CEILING TEST

Esprit follows the Canadian Institute of Chartered Accountants {“CICA”) Accounting Guideline
16 “Oil and Gas Accounting — Full Cost”. In accordance with full cost accounting, a ceiling test is
performed, on a quarterly basis, to test for asset impairment. An impairment loss is recorded if
the sum of the undiscounted cash flows expected from the production of the proved reserves
and the lower of cost and market of unproved properties does not exceed the carrying values of
the oil and gas assets. An impairment loss is recognized to the extent that the carrying value
exceeds the sum of the discounted cash flow expected from the production of proved and prob-
able reserves and the lower of cost and market of unproved properties.

The cash flow used in testing for impairment is based on a number of estimates, the most
critical being remaining proved and probable reserves, future commodity prices and future
operating costs. The uncertainty in reserves is discussed above. We estimate our future com-
modity prices based on futures prices at the end of the period for the next five years,and after
five years, the estimated future prices used are determined by our independent reserves eval-
uator. Although these price estimates are from sources independent of the Trust, they are still
subject to significant volatility. Future operating cost estimates are based on current operating
costs per barrel plus an inflation factor.

Performing this test at December 3, 2005 using an annual average gas price of $8.42 per
mcf and an average oil price of $57.63 per bbl results in a ceiling test surplus.

UNPROVED PROPERTIES

Certain costs refated to unproved properties are excluded from costs subject to depletion
until proven reserves have been determined or their value is impaired. These properties are
reviewed quarterly and any impairment is transferred to the costs being depleted.
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GOODWILL
On an acquisition, the residual amount arising when the purchase price exceeds the fair value
of the net identifiable assets and liabilities (including an estimate of future income taxes) is
recorded as goodwill. In accordance with the CICA handbook section 3062 (“Goodwill and
Other Intangibles™), goodwill is tested at least annually for impairment. Any impairment is
charged to net earnings during the period in which it occurs.

impairment of goodwill is tested by comparing the book value of the Trust’s net assets to
the fair value of the Trust. If the fair value of the Trust is less than book value, the impairment
loss is measured by allocating the fair value of the Trust to the identifiable assets and liabilities
at their fair values. The excess of the Trust’s fair value over the identifiable net assets is the
implied fair value of goodwill. If the book value of goodwill exceeds this amount, the difference
is the impairmeni amount to be charged against net earnings during the period. Performing
this test at December 31,2005 resulted in an excess of fair value over the Trust’s book value.

ASSET RETIREMENT OBLIGATION

The Trust records a liability for the legal obligation associated with the retirement of long-lived
assets and a corresponding increase in the related asset in accordance with the method out-
lined in the CICA handbook section 3110 (“Asset Retirement Obligations”). The future liabil-
ity is comprised of estimates of future costs to abandon and restore well sites, facilities and
natural gas processing plants discounted to their present value.The estimation of these costs
is based on engineering estimates using current costs and technology and in accordance with
current legislation and industry practice. These estimates are reviewed annually. Changes are
accounted for prospectively and could impact net earnings. For further information on the
Trust’s asset retirement obligation, see note {0 to the Trust’s financial statements for the year
ending December 31, 2005.

INCOME TAXES

While the Trust is a taxable entity under the Income Tax Act (Canada), the Trust is not liable
for income tax as it allocates all of its taxable income to its unitholders. Therefore, no provi-
sion for Canadian income tax expense has been made in the Trust.

Income taxes are calculated for the operating company using the liability method where-
by tax liabilities and assets are recognized for the estimated tax consequences attributable to
differences between amounts reported in the financial statements and their respective tax
base using substantively enacted income tax rates. The effect of a change in income tax rates
in future tax liabilities and assets are recognized in income in the period in which the change
occurs. The determination of income and other tax labilities requires interpretation of com-
plex laws and regulations. All tax filings are subject to audit and assessment by taxing author-
ities after the lapse of considerable time.As a result, the actual income tax liability may differ
from that recorded. ‘

PERFORMANCE UNITS

The Performance Unit Incentive Plan provides for a range of payouts, based on the Trust’s per-
formance relative to the performance of certain peers. The Trust records an expense based on
expected payouts, which is calculated using an estimate of the Trust’s performance relative to its
peers. Actual payouts under the Performance Unit incentive Plan may vary from the estimate.
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NEW ACCOUNTING PRONOUNCEMENTS

EXCHANGEABLE SECURITIES
In January 2005, the CICA issued an Emerging Issues Committee (“EIC”) pronouncement on
“Exchangeable Securities lssued by Subsidiaries of Income Trusts” (EIC I51). The abstract
addresses how exchangeable securities of a subsidiary should be presented on the consoli-
dated balance sheet of an income trust, how these securities should be measured, the account-
ing treatment of conversion of exchangeable securities and the treatment of exchangeable
securities in calculating earnings per share. The guidance is effective for financial statements
issued for periods ending on or after june 30, 2005. The Trust early adopted the classification
provisions of EIC 151 in the fourth quarter of 2004. Equity capital attributable to exchange-
able shares is presented as non-controlling interest above unitholders’ equity on the balance
sheet. The portion of earnings attributable to exchangeable securities of the Trust is present-
ed as “non-controlling interest” on the statement of earnings.

During the second quarter of 2005, in accordance with the transitional provisions of EIC
I51, the Trust retroactively adopted step acquisition accounting for exchangeable share
redemptions. Step acquisition accounting requires that the exchangeable share redemptions be
recorded at fair value resulting in increases to unitholders’ capital, property plant and equip-
ment and future income taxes equal to the difference between the carrying value and the mar-
ket value of the shares. The retroactive application of step acquisition accounting had no sig-
nificant impact on current or prior period earnings and accordingly the entire earnings adjust-
ment was recorded in the current period. Cash flow was not impacted by the change.

SISATYNY ANV NOISSNDSIA S.IN3IWIdDV

OPERATIONAL AND OTHER BUSINESS RISKS

VOLATILITY OF OIL AND NATURAL GAS PRICES

The Trust’s results of operations and financial condition are dependant upon the prices
received for our oil and natural gas production. Gil and natural gas prices have fluctuated wide-
ly during recent years and are subject to fluctuations in response to relatively minor changes
in supply, demand, market uncertainty, and other factors beyond our control. These factors
include but are not limited to, geopolitical events, foreign supply of oil and natural gas, season-
al demand and weather patterns, the level of consumer product demand, government regula-
tions and taxes, the prices and availability of alternative fuels and the overall economic envi-
ronment.Any decline in oil and natural gas prices could have a material adverse effect on the
Trust's operations, financial condition, proved and probable reserves and the level of distribu-
tions to unitholders. No assurance can be given that oil and natural gas prices will be at levels
which will generate profits for the Trust. [n addition, the Trust regularly assesses the carrying
value of its assets. If oil and natural gas prices become depressed or decline, the carrying value
of its assets could be subject to downward revision.To mitigate these risks, Esprit has an active
hedging program conducted by an experienced marketing team based on established criteria
that has been approved by the Board of Directors.
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NEED TO REPLACE RESERVES

The Trust’s future oil and natural gas reserves and production, and therefore its cash flow and
distributions, are highly dependant upon its success in exploiting its current asset base and
acquiring additional reserves. Without reserve additions through acquisition or development
activities, its reserves and production will naturally decline over time as reserves are deplet-
ed. The market for acquisitions is highly competitive and wilt impact the Trust’s ability to grow.
In a strong competitive market, acquisitions are more expensive and the Trust’s access to cap-
ital (including access to public markets, private financings and bank financing) will have an
impact on the Trust’s ability to finance these acquisitions. There can be no assurance that the
Trust will be able to develop or acquire additional reserves to replace production at accept-
able costs. To mitigate this risk, the Trust diversifies its capital spending over a large number of
projects. Also, the Trust employs a highly skilled technical team of geologists, geophysicists, and
engineers who work in conjunction in evaluating, planning and executing the Trust’s capital pro-
gram.

OPERATING HAZARDS AND OTHER UNCERTAINTIES

Acquiring and developing oil and natural gas involves many risks, which even a combination of
experience, knowledge and careful evajuation may not be able to overcome. These risks
include, but are not limited to, encountering unexpected geologic formations or pressures, pre-
mature declines of reservoirs, blow-outs, equipment failures and other accidents, cratering,
sour gas releases, uncontrollable flows of oil, natural gas or well fluids, adverse weather con-
ditions, poliution, other environmental risks, fires and spills. Aithough the Trust maintains insur-
ance in accordance with customary industry practice, it is not fully insured against alf of these
risks. Losses resulting from the occurrence of these risks could have a material adverse impact
on the Trust.

UNCERTAINTY OF RESERVE ESTIMATES

There are numerous uncertainties inherent in estimating quantities of reserves, including many fac-
tors beyond the Trust’s control. The reserve data incorporated herein represent estimates only. In
general, estimates of economically recoverable oil and natural gas reserves and the associated
future net revenue are based upon a number of variable factors and assumptions, such as histor-
jcal prices and production from the properties, the assumed effects of regulation by governmen-
tal agencies and future operating costs, all of which may vary from actual results. The evaluation of
the Trust’s reserves is contracted to GLj Petroleum Consultants Ltd. (“GL]"); a reputable inde-
pendent reserves evaluation firm.The Board of Directors reviews the work of GLJ.

ESPRIT ENERGY TRUST 2005 ANNUAL REPORT



Exemption

82‘34890 NUmber

ENVIRONMENTAL RISKS

All phases of the oil and natural gas business present environmental risks and hazards and are
subject to environmental regulation pursuant to a variety of international conventions and
Canadian federal, provincial and municipal laws and regulations. Environmental legislation pro-
vides for, among other things, restrictions and prohibitions on spills, releases or emissions of
various substances produced in association with the Trust’s past and current operations. The
legislation also requires that wells and facility sites be operated, maintained, abandoned and
reclaimed to the satisfaction of applicable regulatery authorities. Compliance with such legis-
lation can require significant expenditures and a breach may result in the imposition of fines
and penalties, some of which may be material. In addition, certain types of operations require
the submission and approval of environmental impact assessments. Environmental legislation is
evolving in 2 manner expected to result in stricter standards and enforcement, large fines and
liability and potentially increased capital expenditures and operating costs.Although we believe
we are in compliance with all existing material environmental regulations, there can be no
assurance that future environmental costs will not have a material adverse impact on our finan-
cial condition or results of operations. Esprit has established environmental safety guidelines
and practices for its field employees which include proper training and reporting of incidents,
supervision and awareness. Additionally, Esprit has active community involvement in its field
locations which include meeting with stakeholders. Esprit also carries insurance to cover prop-
erty losses, liability and business interruption.
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COMPETITION

The oil and natural gas industry is highly competitive, particularly as it pertains to the acquisi-
tion and development of new sources of oil and natural gas reserves (as described in the above
discussion of the need to replace reserves). The Trust actively competes for reserve acquisi-
tions, leases, licenses and concessions and skilled industry personnel with a substantial num-
ber of other oil and natural gas companies, many of which have significantly greater financial
resources than the Trust.

GOVERNMENTAL REGULATION

The oil and natural gas business is subject to regulation and intervention by governments in
such matters as the imposition of royalties, specific drilling obligations, environmental protec-
tion controls and control over the development and abandonment of fields (including restric-
tions on production). As well, governments may regulate or intervene with respect to prices,
taxes, royalties and the exploration for oil and natural gas. Such regulation may change from
time to time in response to economic or political conditions. The implementation of new reg-
ulations or the modification of existing regulations affecting the oil and natural gas industry
could reduce demand for oil and natural gas, increase costs and have a material adverse impact
on the Trust.
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BANK LOANS

The Trust relies on its bank credit facilities to fund a portion of its operations. The amount of
the Trust’s available credit is determined by our bankers based upon the value of the Trust’s oil
and natural gas reserves.A significant decline in oil and natural gas prices or a significant reduc-
tion in the Trust’s oil and gas reserves could impact the Trust’s access to bank credit facilities
and its ability to fund operations and maintain distributions.

DISCLOSURE CONTROLS AND PROCEDURES

Disclosure Controls and Procedures are controls and procedures designed and implemented
by, or under the supervision of the issuer’s Chief Executive Officer (“CEO”) and Chief
Financiat Officer {“CFO") to ensure that material information relating to the issuer is com-
municated to them by others in the organizations as it becomes known and is appropriately
disclosed as required under the continuous disclosure requirements of securities legislation.
In essence, these types of controls are related to the quality and timeliness of financial and
non-financial information in securities filings.  An evaluation of the effectiveness of the design
and operation of our disclosure controls and procedures was conducted as of December 31,
2005, by and under the supervision of Esprit’s management, including the CEO and CFO. Based
on this evaluation, the CEO and CFO have concluded that the Trust’s disciosure controls and
procedures, as defined in the Canadian Securities Administrators’ Multilateral Instrument
52-109, “Certification of Disclosure in Issuers’ Annual and Interim Filings”, are effective to
ensure that information required to be disclosed in reports that we file or submit under
Canadian securities legislation is recorded, processed, summarized and reported within the
time periods specified in those rules and forms.

OTHER {INFORMATION ON THE TRUST
Other information concerning the Trust, including the Annual Information Form, can be locat-
ed at www.sedar.com under the profile Esprit Energy Trust.

READER’S ADVISORY: Certain comparative amounts have been reclassified to conform to
current period presentation.

In accordance with NI 51-101 all numbers stated in barrels of oil equivalent have been
converted on the basis of 6 mcf equals | boe, unless otherwise stated.
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